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Attention: Office of International Corporate Finance

Dear Sirs/Mesdames: |
Re: National Bank of Canada (the “Bank”) 1
Exemption pursuant to Rule 12g3-2(b) \
under the Securities Exchange Act of 1934 (the “Exchange Act”)

On behalf of the Bank, we hereby submit pursuant to Rule 12g3-2(b)(1)(iii) copies of documents
that the Bank has made public or has distributed tb its security holders since May 8, 2006. For
your convenience, a list of these documents is provided in the attached Schedule A.

In accordance with Rule 12g3-2(b)(4), all inforrﬁation and documents included herewith are
being fumnished under Rule 12g3-2(b)(1) with the understanding that such information and
documents will not be deemed to be “filed” with the Commission or otherwise subject to the
liabilities of Section 18 of the Exchange Act, and that neither this letter nor the furnishing of
such information and documents shall constitute an admission for any purpose that the Bank is
subject to the Exchange Act. |

Please acknowledge receipt of this letter by stampmg the enclosed receipt copy and returning it

in the enclosed pre-paid courier envelope. ;

If you have any questions or commen ﬁ@ﬁ& gls letter, feel free to contact the undersigned
at the coordinates noted in the heading® SSE

Yours very truly, JUN DS Zﬂﬂ@ | 00
, THOMS Uy \9

|
Isc
Encls.
c: Ms. Mary Cascio (without encls.)
Ms. Valérie Pelletier(with encls.)
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OSLER

SCHEDULE A
June 6, 2006

NATIONAL BANK OF Czj&NADA
INDEX OF DOCUMENTS FURNISHED PURSUANT TO RULE 12g3-2(b)(1)(iii)

Note: The documents enclosed herewith are presented in reverse chronological order according
to the categories of disclosure requirements set fonlh in Schedule A attached to our letter

dated April 29, 2005. |
| DATE OF FILING
‘ SCHEDULE “A”
DOCUMENT TYPE | SEDAR REFERENCE
‘ NUMBER
News Release dated May 25,2006 Announcing |
1. | Results for the Second Quarter ended April 30, . May 25, 2006 2.1
2006 |
Management’s Discussion and Analysis of 1
2. Financial Conditions and Operating Results dated May 25, 2006 29

May 25, 2006 for the Second Quarter ended April
30,2006

Certification of Interim Filings by the President |
3. | and Chief Executive Officer dated May 24,2006 |/ May 25,2006 23
for the Second Quarter ended April 30, 2006 |

Certification of Interim Filings by the Senior |
Vice-President Finance, Technology and i
Corporate Affairs dated May 24, 2006 for the f
Second Quarter ended April 30, 2006 ‘

May 25, 2006 23

|
Interim Financial Statements for the Second :

Quarter ended April 30, 2006 May 25,2006 21

MRRS Decision Document (Preliminary) dated
May 19, 2006 acknowledging Receipt for the
Preliminary Long Form Prospectus of NBC
Capital Trust dated May 19, 2006

May 19, 2006 4.5

Preliminary Long Form Prospectus of NBC

Capital Trust dated May 19, 2006 May 19,2006 4.3

MONTREAL:704556.2




OSLER

April 5, 2006

DATE OF FILING
; SCHEDULE “A”
DOCUMENT TYPE | SEDAR REFERENCE
‘ NUMBER
. . ‘ ‘
3 Final Receipt for Shelf Form Prospectus dated " May 17,2006 45
|

MONTREAL:704556.2
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NBC Capital Trust

12g3-2(b) Submission

English summary of the MRRS decision document dated May 19, 2006

DECISION DOCUMENT

This mutual reliance review system decision document evidences that receipts of the regulators
in each of British Columbia, Alberta, Saskatchewan, Manitoba, Ontario, Québec, New-
Brunswick, Nova Scotia, Prince Edward Island and Newfoundland and Labrador have been
issued for a preliminary short form prospectus dated May 19, 2006.

Dated at Montreal, May 19, 2006

L’ Autorité des marchés financiers

[signed]

SEDAR Project No.: 942816 and 942818

MONTREAL:704596.1
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NBC Capital Trust

12g3-2(b) Submission

English summary of the decision of the Autorité des marchés financiers dated May 19, 2006

DECISION NO.: 2006-MC-1415

SEDAR PROJECT NO.: 942816 AND 942818

RECEIPT FOR PRELIMINARY PROSPECTUS

(Mutual Reliance Review System)

Pursuant to Section 20 of the Act respecting the Autorité des marchés financiers (Québec),

LR.Q.,c.V-11.1, a receipt for the Preliminary Prospectus of Fiducie de capital BNC dated May
19, 2006 is hereby granted. ‘

Dated May 19, 2006

[signed]

MONTREAL:704596.1
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NATIONAL
BANK
OF CANADA

FORM 52-109F2 -

1, REAL RAYMOND, President and Chief Executive Officer of National Bank of Canada, certify
that :

1. I have reviewed the interim filings (as this term is defined in Multilateral Instrument 52-109
Certification of Disclosure in Issuers’ Annual and Interim Filings) of NATIONAL BANK OF
CANADA (the issuer) for the interim period ending April 30, 2006;

2. Based on my knowledge, the interim filings do not contain any untrue statement of a material
fact or omit to state a material fact required to be stated or that is necessary to make a statement
not misleading in light of the circumstances under which it was made, with respect to the period
covered by the interim filings;

3. Based on my knowledge, the interim financial statements together with the other financial
information included in the interim filings fairly present in all material respects the financial
condition, results of operations and cash flows of the 1ssuer as of the date and for the periods
presented in the interim filings;

4. NATIONAL BANK OF CANADA'’s other certifying officers and I are responsible for
establishing and maintaining disclosure controls and procedures for the issuer, and we have:

(a) designed such disclosure controls and procedures, or caused them to be designed under our
supervision, to provide reasonable assurance that material information relating to the issuer,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which the interim filings are being prepared.

May 24, 2006

(signed) Réal Raymond

REAL RAYMOND
President and Chief Executive Officer
National Bank of Canada
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National Bank: robust revenue and diluted EPS growth
in the second quarter of 2006 |

e Revenues of $949 million, an increase of 5.4%

® Difuted earnings per share of $1.26, up 109%

® Return on common shareholders’ equity of 20.4%

* Increase in the quarterly dividend of 4 9% to 50 cents per share

MONTREAL, May 25, 2006 - National Bank reported net ment activitieg in the second quarter of 2008, the increase would
income of $214 million for the second guarter of fiscal 2006, have been 149%,

an increase of $12 million over the same period in 2005. Diluted Return on ¢ommon shareholders' equity was 20.4% in
earnings per share totalled $1.26, up 10% from $1.15in the the second quarter of 2006 versus 19.9% for the same quarter
second quarter of 2005. Had it not been for the reduction in last year. The Board of Directors also approved an increase

the general allowance for credit risk in the second quarter of of 4% in the quarterly dividend to 50 cents per share.

2005 and the net gain on the sale of its shareholder manage-

For the quarter ended April 30 For the six manths ended April 30

(millions of dollars) 2006 2005 @ % 2006 2005 %
. Personal and Commercial M 105 +6 225 217 +4

Wealth Management 42 30 +40 80 56 +43
Financial Markets 59 61 -3 141 137 +3
Other 2 6 - (15 3 -
Net income T4 T m +6 T T -2
Less: Reduction in general allowance for credit risk - (1 - (")

Net gain on sale of shareholder management ‘

activities included in Wealth Management (5) - {5) -

Gain on disposal of investments in South America - - - (25)
Net income excluding preceding items E j_I +9 :4—_2_6 E +5
Diluted earnings per share $1.26 $115  +10 $252 $2.52 -
Less: Reduction in general allowance for credit risk - 007) - (007)

Net gain on sale of shareholder management

activities included in Wealth Management (0.03) - (0.03) -

Gain on disposal of investments in South America - - - _(0.19)
Diluted earnings per share excluding preceding items $1.23 $1.08 - +i4 $2.49 $2.30 +8
Return on common shareholders’ equity —_2?_.50/0 E% \ Z-CE% E%

|
National Bank of CanadaT Report to Shareholders f Second Quarter 2006
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The quarter saw robust growth in revenues in both the
Personal and Commercial and Wealth Management segments
as well as a slight decrease in operating expenses. These activities
also showed excellent profitability. “Over 8% of personal savings
on deposit with the six major Canadian banks, be they securities,
mutual funds or other vehicles™, are held at the Bank—a
proportion far exceeding our relative size in the Canadian market.
This competitive advantage is fully reflected in our quarterly
resuits and is a source of long-term profitability for our share-
holders," stated Réal Raymond, President and Chief Executive
Officer.

The Bank posted net income of $431 million for the first six
months of fiscal 2006 versus $441 million for the same period
in 2005. Diluted earnings per share for the first six months
of 2006 stood at $2.52, unchanged from the first half of 2005.
Had it not been for the reduction in the general allowance
for credit risk, the gain on disposal of investments in South
America and the net gain on the sale of the shareholder man-
agement activities in the first half of 2005 and 2006, diluted
earnings per share would have increased 8%. Lastly, return on
common shareholders’ equity was 20.2% in the first half of
2006 compared to 21.8% for the same period last year.

Results by Segment
In the second quarter of 2006, net income for Personal and
Commercial totalled $111 million, up 6% from $105 million
for the same quarter the previous year. The segment recorded
sustained growth in total revenues due to insurance and foreign
exchange activities and higher net interest income resulting
primarily from increased toan volumes. Operating expenses rose
chiefly due to the higher cost of salaries and staff benefits.
The segment’s contribution before the provision for credit losses
and income taxes was $200 million for the quarter, 10% higher
than in the corresponding period of 2005. This growth was
partly offset by the increase in the provision for credit losses.
In the first six months of 2008, net income for the Personal
and Commercial segment was $225 million, up 4% over the
$217 million recorded for the corresponding period of 2005.
Total revenues for the segment grew 5.4% to $1,049 million.
Net income for Wealth Management totalled $42 million
for the quarter, compared to $30 million for the corresponding
period of 2005, an increase of 40%. The gain on the sale of

{1 Source: Investor Economics Inc.

National Bank Trust's shareholder management activities during
the quarter, less certain expenses, contributed $5 million to the
increase in quarterly net income. The segment’s total revenues
rose 11% on the strength of increased activity in almast all of
its business units. A slight increase in operating expenses resulted
in a decrease in the efficiency ratio from 77.3% in the second
quarter of 2005 to 71.7% this quarter. in the first six months of
2006, net income for Wealth Management reached $80 million,
43% more than for the same period of 2005. Total revenues for
the segment grew 11% to $444 million in the first half of 2006.
Financial Markets posted net income of $59 million in
the second guarter of 20086, for a decrease of $2 million versus
the corresponding quarter of 2005. The segment’s revenues
declined by $8 million to $237 million. Lower financial market
fees were partly offset by higher gains on securities and trading
revenues. The decrease in operating expenses therefore enabled
the segment to substantially maintain its profitability. in the
first haif of 2006, net income for the segment stood at $141
million, $4 million more than for the same period of 2005. The
improvement mainty reflects the decline in operating expenses.

Credit Risk

For the second quarter of 2006, the Bank recorded $22 million
in specific provisions for credit losses. Excluding the $17 million
reduction in the general allowance for credit risk in the corre-
sponding period of 2005, the increase in credit losses was $4
million this guarter. As at April 30, 2006, gross impaired loans
stood at $242 million versus $260 million at the end of fiscal
2005. This decline was primarily due to the decrease in gross
impaired real estate loans. As at April 30, 2006, allowances

for credit losses exceeded gross impaired loans by $197 milfion
compared to $191 million as at October 31, 2005.

Regulatory Capital

As at April 30, 2008, Tier 1 and total capital ratios stood at
9.1% and 12.2%, respectively, compared to 9.6% and 12.8%
as at October 31, 2005, taking into account the $500 million
debenture issued on November 2, 2005, During the guarter,
the Bank repurchased 2.7 million common shares, at a total
cost of $168 million, as part of its normal course issuer bid.
Under this program, the Bank is seeking to repurchase a maxi-
mum of 8.3 million common shares by January 22, 2007.

National Bank of Canada | Report to Shareholders | Second Quarter 2006
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Growth in diluted earnings per share excluding the reduction
in the general allowance for credit risk and the gains on disposal
of investments and activities

Return on common shareholders’ equity

Tier 1 capital ratio

Dividend payout ratio

Objectives

Results Results

2nd quarter  1st six months

2006 2006

5% — 10% 14% 8%

16% — 18% 20.4% 20.2%
More than 8.500 9.1% 9.1%
3500 — 45% 37% 37%

Caution regarding forward-looking statements

From time to time, National Bank of Conoda mokes written and oral forward-
looking statements, included in this quarterly report, in other filings with
Canadian regulators or the U.S. Securities and Exchange Commission, in reports
to shareholders, in press releases and in other communications. All such state-
ments ore made pursuant to the “sofe horbour” provisions of the United States
Private Securities Litigotion Reform Act of 1995. These forward-looking state-
ments include, among others, statements with respect to the economy, market
changes, the achievement of strategic objectives, certain risks as well as state-
ments with respect to our beliefs, plans, expectations, anticipations, estimates
and intentions, These forward-looking statements are typicolly identified by
the words "may," ‘could,” “should,” “would,” “suspect,” *outiook," “believe,”
‘anticipate,” "estimate,” ‘expect,” "intend,” "plan,” and words and expressions
of simifar import

By their very nature, such forward-fooking statements require us to moke
assumptions ond involve inherent risks ond uncertainties, both generof and
specific. There is significant risk that express or implied projections contained
in such statements will not materialize or will not be accurate. A number of
factors could cause actual future results, conditions, actions or events to differ

For more information:

materially from the targets, expectotions, estimates or intentions expressed in
the forward-looking statements, Such differences may be caused by factors,
many of which are beyond the Bank's control, which include, but are not limited
to, changes in Canadion andfor global economic and financial conditions
{particulorly fluctuations in interest rotes, currencies and other financial instru-
ments), fiquidity, market trends, regulatory devefopments and competition

in geagraphic aréos where the Bank operates, technological changes, consoli-
dation in the Canadian financial services sector, the possible impact on our
businesses of international conflicts and other developments including those
reloting to the war on terrorism and the Bonk's anticipation of and success

in managing the risks implied by the foregoing.

The Bank cautions that the foregoing list of important factors is not exhaustive.
Investors and others who base themselves on the Bank's forward-fooking state-
ments should corefully consider the above factors as well as the uncertainties
they represent and the risk they entail. The Bank therefore cautions readers not
to ploce undue refiance on these forword-looking stotements. The Bank does not
undertoke to update any forword-looking stotements, whether written or oral,
that may be made from time to time by or on behalf of the Bank.

Denis Dubé
Director

Public Relations
(514) 334-8644

Pierre Fitzgibbon

Senior Vice-President

Finance, Technology and Corporate Affairs
(514} 394-8610

Héléne Baril
Director

Investor Relations
(514) 394-0296

National Bank of Canada l Report to Shareholders —l Second Quarter 2008
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Management's Discussion and Analysis of Financial Condition and Operating Results

May 25, 2006 — The following text presents Management's discus-
sion and analysis of the Bank's financial condition and operating
results. This analysis was prepared in accordance with Multilateral
Instrument 51-102 respecting Continuous Disclosure Obligations
of the Canadian Securities Administrators and is based on the
unaudited interim consolidated financial statements for the second
quarter and the first six months of 2006. Additional information
about National Bank of Canado, including the Annual Information
Form, can be obtained from the SEDAR website at www.sedar.com
and the Bank's website at www.nbc.ca.

Analysis of Results

Consolidated Resuits

National Bank recorded net income of $214 million in the
second quarter of fiscal 2006, up 6% from the $202 million
recorded for the corresponding period of 2005, Excluding

the reduction in the general allowance for credit risk in

the second quarter of 2005 and the net gain on the sale of
the shareholder management activities in the second quarter
of 20086, the increase would have been 9%. The Bank's net
income for the first six months of fiscal 2006 was $431 million,
$10 million less than for the year-earlier period. Excluding the
reduction in the general allowance for credit risk, the gain on
the disposal of investments in South America and the net gain
on the sale of the shareholder management activities in the
first half of 2005 and 2006, net income increased $21 million,
or 50, year over year.

Diluted earnings per share amounted to $1.26 in the second
quarter of 2006, up 10% from $1.15 for the same period of 2005.
Excluding the reduction in the general allowance for credit risk
in the first quarter of 2005 and the net gain on the sale of the
shareholder management activities in the second quarter of 2006,
diluted earnings per share increased 14%. Diluted earnings per
share in the first half of 2006 were $2.52, unchanged from the
first half of 2005. Excluding the reduction in the general allowance
for credit risk, the gain on the disposal of investments in South
America and the net gain on the sale of the shareholder manage-
ment activities, diluted earnings per share grew 8% for the first
six months.

Total Revenues

At $949 miillion, the Bank's total revenues rose 5.4% in the second
quarter of 2006, as against $300 million in the second quarter
of 2005. Personal and Commercial net interest income advanced
$14 million, or 4.5%, to $328 million for the quarter, owing

to higher volumes of consumer and business loans. While the
spread on credit products narrowed from the second quarter

of 2005 to the second quarter of 2008, the effect was partly
offset by the wider spread on deposits.

Trading revenues totalied $86 million for the second quarter
of 2006, up $11 million, owing primarily to commodity and
currency trading. Gains on investment account securities climbed
$11 million to $28 million in the second quarter of 2006.

Revenues from mutual funds and trust services, particularly
Private Investment Management, climbed $14 mitlion from the

second quarter of 2005 to reach $83 million in the second quarter
of 2006, Aside from these items, the increase in other income
was attributable to lending fees and foreign exchange revenues,
each of which rose $6 million. Securitization revenues, however,
were $39 million this quarter, as against $47 million in the
second quarter of 2005. Financial market fees amounted to
$164 million in the second quarter of 2006, compared to $189
million in the year-earlier period when institutional brokerage
activities were significantly higher.

Total revenues in the first half of 2006 grew 2.4%, reaching
$1,928 million versus $1,883 million in the first half of 2005.
Personal and Commercial net interest income advanced $28
million, or 4.4%, to $665 million. Trading revenues climbed $22
million to $179 million. Revenues from mutual funds and trust
services, including Private Investment Management, rose $30
million from the first half of 2005 to $164 million in the first
six months of 20086 Lending fees and foreign exchange revenues
increased $10 million and $11 million, respectively, while secu-
ritization revenues amounted to $79 million, compared to $95
million for the same period in 2005. Financial market fees
totalled'$323 million in the first six months of 2006, as against
$358 million in the first six months of 2005.

Operating Expenses

In the second quarter of 2006, operating expenses were $623
million, down $1 million from the year-earlier period. Salaries
and staff benefits remained substantially the same for the com-
parison period. At 57%, the ratio of salaries and staff benefits

to operating expenses also remained stable. The increase in regular
salaries and pension plan costs during the second quarter of 2006
was offset by the decrease in variable compensation.

In the first half of 2006, operating expenses climbed $30
million to $1,267 million, owing to the $13 million growth in
salaries and staff benefits. Technology expenses were up $8 million
to $215‘million, while other expenses, including professional fees,
increased $9 million to $315 million.

Income Taxes

Income taxes for the second quarter of 2006 totalled $82 million,
representing an effective tax rate of 27.0%, compared to $66
million and an effective tax rate of 24.0% for the year-earlier
period. For the first half of 2008, income taxes amounted to
$175 million, representing an effective tax rate of 28.1%, as
against $173 million and an effective tax rate of 27.6% for

the corrésponding period of 2005.

Results by Segment

Personai and Commercial

Net income for the Personal and Commercial segment totalied
$111 million for the second quarter of 2006, up 5.7% from the
$105 million in net income earned in the corresponding quarter
of 2005. Total revenues for the segment climbed 5.5% to $520
million. At Personal Banking, total revenues rose $21 million or
6.5% owing to growth of $3 billion in average asset volumes,
attributable mainly to consumer loans, but also to residential

Nationat Bank of Canada l Report to Shareholders [ Second Quarter 2006
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Management's Discussion and Analysis of Financial Condition and Operating Results (cont.)

mortgages and credit card advances. The increase in revenues
stemming from higher loan volumes was partly offset by a
narrowing of the spread on these products. However, the spread
on transaction deposits widened because of rising interest
rates. Insurance revenues jumped 31%, at an annualized rate.
Total revenues for Commercial Banking were up $6 million or
3.9% due to the increase in net interest income attributable to
higher volumes of loans and acceptances and growth in foreign
exchange revenues. While the spread narrowed slightly on
Commercial Banking credit products, it widened on deposits.
Operating expenses for the Personal and Commercial segment
were $320 million for the second quarter of 2008, as against
$311 million for the year-earlier period, for an increase of 2.9%.
As a result, the efficiency ratio declined to 61.5% for the quarter
from 63.1% for the second quarter of 2005, The segment provi-
sion for credit losses was increased by $7 million to $33 million.
For the first six months of fiscal 2006, the Personal and
Commercial segment posted net income of $225 million,
a 3.7% increase over the $217 million recorded for the same
period of 2005. Total revenues for the segment rose 5.4%
to $1,049 million on growth of $39 million or 6.0% at Personal
Banking and $15 million or 4.4% at Commercial Banking.
The efficiency ratio moved down to 61.6% in the first half
of 2006 from 62.0% for the same period a year earlier.

Weailth Management

Net income for the Wealth Management segment totalled $42
million for the second quarter of 2006, compared to $30 million for
the corresponding quarter of 2005, for an increase of 40%. The
net gain realized on the sale of National Bank Trust's shareholder
management activities during the quarter contributed $5 million
to the increase in net income for the quarter. The segment’s total
revenues advanced 11% to $230 million for the second quarter of
2006. Almost all the business unitsin the segment saw increased
activity. Operating expenses were up $5 million or 3% to $165
million for the quarter. With revenue growth outstripping expense
growth, the efficiency ratio was reduced from 77.3% in the second
quarter of 2005 to 71.79% this quarter.

For the first half of fiscal 2006, net income for the Wealth
Management segment amounted to $80 million versus $56
million for the same period in 2005, for an increase of 43%.
Total revenues for the segment rose by 119% to $444 million
in the first six months of fiscal 2006. Operating expenses edged
up barely $9 miltion or 3% to $320 million for the six-month
period.

Financial Markets

For the quarter ended April 30, 2006, the Financial Markets
segment posted net income of $59 million, down $2 million
from the year-earlier period. Segment revenues fell $8 million to
$237 million. Lower financial market fees were offset by higher

Financial Market Revenues
{taxable equivalent basis ) Q2 Q2

(millions of dollars) 2006 2005
Trading revenues

Equity ‘ 57 57

Interest rate 14 13

Commodity and foreign exchange 12 5

‘ 83 75

Financial market fees 65 88

Gains on securiti:es 31 14

Banking services, 29 34

Other | 29 34

Total 237 245

gains on securltles and trading revenues. Operating expenses for
the quarter were $142 million, a decline of 5.3% from the $150
million recorded in the corresponding quarter of 2005, primarily
owing to variable compensation. The provision for credit losses
for the quarter stocd at $1 million, compared to $2 million for
the second quarter of 2005. For the first half of fiscal 2006, the
segment’s net.income totalied $141 million, or $4 million more
than the corresponding period of 2005.

Other

The “Other” heading of segment results posted net income

of $2 million for the second quarter of 2006, compared to
$6 million for the same period a year earlier. For the first six
months of 20086, the "Other” heading recorded a loss of $15
million, as against a gain of $31 million for the corresponding
period of 2005. In the first half of 2005, the Bank recorded a
$37 million pre-tax gain on the disposal of investments and
reversed the general allowance for credit risk by $17 million.

Cash Flows

Due to the nature of the Bank's business, most of its revenues
and expenses are cash items. Mareaver, significant cash flow
movement can be observed in certain activities, such as trading
activities, and could impact several assets and liabilities such as
trading account securities, securities sold short or securities sold
under repurchase agreements.

For the second quarter of 2006, cash and cash equivalents were
up $1.2 billion, compared to an increase of $2.3 billion for the
second quarter of 2005. As at April 30, 2006, cash and cash equiv-
alents totalled $9.6 billion versus $8.9 billion the previous vear.

Operating activities required cash of $5.2 billion for the second
quarter of 2006, mainly because of the increase in trading account
securities For the corresponding quarter of 2005, operating activi-
ties required cash of $3.9 billion for the same reason.

" Taxable equivalent basis is a calculation method that consists in grossing up certain tax-exempt income by the amount of income tax that otherwise would have
been payable. The use of the taxable equivalent basis is not in accardance with GAAP. Securities regulators require that companies caution readers that measures
adjusted on a basis other than GAAP do not have standardized meanings under GAAP and may not be comparable to similar measures used by other companies.
Please refer 1o Note 11 to the unaudited interim consolidated financial statements for the impact of the taxable equivalent adjustment to segment results.

National Bank of Canada l Report to Shareholders f Second Quarter 2006



Management's Discussion and Analysis of Financial Condition and Operating Results (cont.)

Financing activities provided cash inflows of $5.2 billion, most
of which was generated by higher deposits, particularly purchased
funds. For the second quarter of 2005, the $5.1 billion rise in
deposits and the $3.4 billion increase in obligations related to secu-
rities sold short accounted for $8.0 billion in cash inflows from
financing activities.

Finally, cash inflows from investing activities were $1.2 billion
in the second quarter of 2006. Investing activities in the correspon-
ding quarter of 2005 required cash of $1.8 billion due to the
$1.9 billion increase in loans.

Risk Management

Credit Risk

In the second quarter of 2006, the Bank recorded specific provi-
sions for credit losses of $22 million, an increase of $4 million
over the second quarter of 2005. As at April 30, 2006, gross
impaired loans stood at $242 million compared to $260 million
at the end of fiscal 2005. This decline was primarily due to the
decrease in gross impaired real estate loans. The ratio of gross
impaired loans to total adjusted capital and allowances was only
6.4%. As at April 30, 2006, allowances for credit losses exceeded
gross impaired loans by $197 million versus $191 million as at
October 31, 2005.

Market Risk—Trading Activities
The Value-at-Risk (VaR) simulation model is one of the main tools
used to manage market risk in trading activities. The VaR measure
is based on a 99% confidence level, which is an estimate of
the maximum potential trading loss in 99 out of 100 days, which
means that actual losses will probably exceed VaR on only one
day out of 100. The computerized VaR calculation model is based
on two years of historical data. Market risk management is
discussed in more detail on page 61 of the 2005 Annual Report.
The table below entitled “Trading Activities” iflustrates the
alfacation of market risk by type of risk: interest rate, foreign
exchange, equity price and commodity.

Balancé Sheet

As at April 30, 20086, the Bank had assets of $111.2 billion, up $3.6
billion versus $107.6 billion at the end of fiscal 2005. Loans and
acceptances were up $700 million. In addition, cash, deposits with
financial institutions, securities and securities purchased under
reverse repurchase agreements increased $3.4 billion. The table
below presents the main portfalios

Average monthly volumes April October April
(millions of dollars) 2006 2005 2005
Loans and acceptances”
Residential mortgages 20972 20,728 20,053
Consumer loans 9,049 8,283 7354
Credit card receivables 1716 1,707 1,646
SME loans, 15312 14,182 15009
Corporate loans 3,558 3216 2,74
50,607 48,116 46,803
Deposits
Personal (balance) 28,270 26385 25033
Off-balance sheet personal savings (balance) 68,636 63,262 60,239
Business 11,310 11,103 10,533

* including securitized assets

Residential mortgage loans rose steadily during the second quarter,
with the average monthly volume reaching $21.0 billion as
against $20.1 billion in the second quarter of 2005. Consumer
loans climbed 23% to $9.0 billion, driven by volumes from
secured lines of credit The rise in credit card receivables, which
were up 4.3% over the previous year to total $1.7 billion as at
April 30, 2006, was attributable to increased consumer spending.
Business loans continued to grow, with SME loans up $300 mil-
lion year over year, representing an average volume of $15.3
billion as at April 30, 2006. Average volumes of corporate loans,
for their part, rose $800 miltion to $3.6 billion.

Trading Activities {7
{millions of dollars}

Global VaR by risk category

For the quarter ended April 30, 2006

For the quarter ended January 31, 2006

Period end High Average Low Period end High Average tow
Interest rate (7.1) (82) (5.8) (3.6) (5.2) (7.2) (3.7) (1.8)
Foreign exchange (09) (2.2) (15) (06) 19) (28) (18) (08)
Equity {37) {6.7) (49) 37) (6.1) (6.2) (47) (30
Commodity (1.4) (14) {09) 07 (1.6) (23) (1.2) (0.5)
Correlation effect @ 65 95 60 3.2 5.7 83 5.6 1.8
Globat VaR (6.6) (9.0) (7.1) (5.4) (9.1) {(102) (5.8) (4.1)

0 Amounts are presented on a pre-tax basis and represent one-day VaR.
@ The correlation effect is the result of the diversification of types of risk
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Management's Discussion and Analysis of Financial Condition and Operating Results {cont.)

Personal deposits stood at $28.3 billion as at April 30, 2006,
up $3.2 billion or 12.9% from the corresponding quarter of 2005,
chiefly owing to deposits distributed by Altamira. Off-balance
sheet personal savings administered by the Bank as at April 30,
2006 totalled $68.6 billion, an increase of $8.4 billion or 13.9%
in a year. The rise was primarily attributable to savings adminis-
tered by brokerage subsidiaries, with the remainder divided
between Private Investment Management and mutual funds.

Accounting Policies and Estimates

The interim consolidated financial statements have been prepared
in accordance with Canadian generally accepted accounting
principles {"GAAP"). The reader is referred to Note 1 and Note 2a
to the 2005 annual consolidated financial statements for more
information an the significant accounting policies used to pre-
pare the financial statements

There have nat been any changes to the Bank's significant
accounting policies affecting the first half of 2006.

Details of significant future changes in accounting standards
are presented in Note 2 to the interim consolidated financial
statements.

The key assumptions and bases for estimates made by
Management in accordance with GAAP and their impact

on amounts presented in the interim consolidated financial
statements and notes remain essentially unchanged from
those described in the 2005 Annual Report.

Capital

Tier 1 and total capital ratios, according to the rules of the
Bank for International Settlements, stood at 9.1% and 12.20%,
respectively, as at April 30, 2006 versus 9.6% and 12.8% as at
October 31, 2005, including the $500 million debenture issued
on November 2, 2005. During the quarter, the Bank repurchased
2.7 million common shares for a total of $168 million as part
of its normal course issuer bid. Under the program, the Bank
intends to repurchase a maximum of 8,278,000 common shares
by January 22, 2007.

In addition, risk-weighted assets rose $1.8 billion or 3.8% since
the start of the fiscal year mainly because of higher loan volumes.

Dividends

At its Meeting on May 25, 2006, the Board of Directors declared
regular dividends on the various classes and series of preferred
shares as well-as a 2 cents increase to 50 cents per common
share, payable on August 1, 2006 to shareholders of record on
June 22, 2006.
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Additional Financial Information

(unaudited)
{millions of dollars except per share amounts)
2006 2005 2004 2005 2004
Q2 n Q4 Q3. Q2 Q1 Q4 Q3 Total Total
Total revenues $949 © %979 5931 $889: $300 $983 $892 $858  $3703  $3.545
Net income 214 217 207 207 202 239 192 167 855 725
Earnings per share N R
Basic 129 1.28 1.22 1.20° 1.17 139 11 095 498 410
Diluted 126 1.26 1.20 118 1.15 137 1.09 094 490 405
Dividends per common share . 048" 0.48 0.44 0.44, 0.42 0.42 038 0.38 172 1.42
Return on common T
shareholders’ equity ..20.4%. 19.9% 19.4% 19.6% 19.9% 23.6% 19.7% 17.2% 20.7% 18.8%
Total assets $111,183 - $105276 $107598 $110,593 $99917 $91,703 $88,497  $85481
Impaired loans, net 111 13 nz7 14 19 134 160 199
Per common share ) ‘
Book value 2577 25.72 2539 2470 24.19 2397 2287 2230
Stock trading range o
High . 6560 63.90 61.47 58.21 55.24 49.75 4878 45.50
Low 61.35 58.35 55.87 51.60 48.72 46.39 42.31 4272
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Highlights
Quarter ended April 30 ‘ Six months ended April 30

{unaudited) S 2006 2005 Change 2006 2005 Change
Operating results
{millions of doflars) R ) .
Total revenues $949 - $900 5 . %1928 $1,883 2
Net income S 214 202 6 a3 441 (2
Return on common shareholders' equity -20.4% . 19.9% . 20:2% 21.8%
Per comman share ) o )
Earnings - basic $1.29: $1.17 10 %257 $2.56 -
Earnings - diluted 1.26 115 10 252 2.52 -
Dividends declared C 048 0.42 14 . 096 0.84 14
Book value B . 2597 24.19 7
Stock trading range e PR

High 76560 @ . 5524 65.60- . 5524

Low L6135 . 4872 58.35 46.39

Close 62.34" " 5241 6234 52.41
Financial position Aprit30 .. October 31
{millions of dolfars) 2006 2005
Total assets $111,183 $107,598 3
Loans and acceptances 51,099- 50,360 1
Deposits 70,118 61,977 13
Subordinated debentures and shareholders' equity 6171 5,699 8
Capital ratios - BIS ) R

Tier 1 ©9.1% | 9.6%

Total 12.2% ° 12.8% (1)
Impaired loans, net of specific and general allowances (197) (191)

as a % of loans and acceptances (04w {0.4)%
Assets under administration/management ‘ 228946 221,132
Total personal savings \ 96,906 89,647
Interest coverage 14.38 127
Asset coverage 3.58 . 473
Other information i ‘
Number of employees 16,955 16,890 -
Number of branches in Canada 455 457 -
Number of banking machines 802 788 2

(1) Taking into account the issuance of $500 million of subordinated debentures on November 2, 2005.
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Consolidated Statement of Income

Quarter ended Six months ended
{unaudited) Aprit30° January31  April 30 April 30 April 30
{millions of dollars) © 12006 - 2006 2005 2006 2005
Sl
Interest income and dividends
Loans o, 627, 614 506 1,241 1,015
Securities © 1260, 204 182 C 464 361
Deposits with financial institutions o TT 58 46 - 135, 74
.. 964 876 734 . 1,840 1,450
Interest expense S e o
Deposits i 44T 439 253 - ., 886 513
Subordinated debentures s 22 24 28 - 46 54
Other Coh 1947 135 73 . 329 . 154
I 598 354 - 1,261 721
Net interest incame - 308 278 380 - 579 . 729
Other income PRI ‘
Financial market fces oL 164 159 189 323 358
Deposit and payment service charges - 52¢ 50 49 102 - 98
Trading revenues b o102 166 2 268 86
Gains on investment account securities, net 28 42 17 70 94
Card service revenues o 140 14 17 28 - 32
Lending fees .63 62 57 125 15
Acceptances, letters of credit and guarantee 18 16 15 . 32 31
Securitization revenues S 39 40 47 79 95
Foreign exchange revenues o 24 23 18 T Y 36
Trust services and mutual funds L83 81 69 ) 164 134
Other 63 48 40 R L 75
| 648 701 520 1,349 - 1,154
Total revenues Sl 949, 979 900 1,928 1,883
Provision for credit losses o220 17 1 39 18
927 962 899 1,889 1,885
Operating expenses o . .
Salaries and staff benefits . 358 373 357 737 724
Cecupancy . 33 30 31 63 61
Technology - 105 1o 108 215 207
Communications 19 18 21 37 40
Professional fees © 32 30 32 62 57
Other 76 77 75 153 148
| 623 644 624 1,267 1,237
income before income taxes and non-controlling interest © 304 318 275 622 628
Income taxes - 82 93 66 175 173
222 225 209 . 447 455
Non-controlling interest . 8- 8 7 16- 14
Net income 'L 214 217 202 431 441
Dividends on preferred shares 5 6 7 11 13
Net income available to common shareholders 1209 21 195 ) 420 428
Number of common shares outstanding {thousands) )
Average - basic 162,598 164,903 167,327 163,770 - 167,513
Average - diluted 165,562 167,781 169,938 166,685 170,053
End of period 161,882 164,313 165,744 161,882 165744
Earnings per common share {dollars) !
Basic . 1.29 128 1.17 2.57 2.56
Diluted - 1.26 1.26 1.15 2.52 2.52
Dividends per common share {dollars) . 0.48 0.48 0.42 0.96 0.84
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Consolidated Balance Sheet

{unaudited)
(mittions of dollars)

ASSETS

Cash
Deposits with financial institutions

Securities
Investment account
[rading account

Securities purchased under reverse repurchase agreements

Loans

Residential mortgage
Personal and credit card
Business and government

Allowance for credit losses

Other

Customers' liability under acceptances

Fair value of trading derivative financial instruments
Premises and equipment

Goodwill

Intangible assets

Other assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Depasits

Personal

Business and government
Deposit-taking institutions

Other

Acceptances

Obligations related to securities sold short
Securities sold under repurchase agreements

Fair value of trading derivative financial instruments
Other liabilities

Subordinated debentures
Non-controlling interest

Shareholders’ equity

Preferred shares

Common shares

Contributed surplus

Uniealized foreign currency translation adjustments
Retained earnings

' Aprii 30 lanuary 31 October 31 April 30
. 2006 2006 2005 2005
226 250 227 208
9467 9,234 10,087 9,089
767 7,129 6716 6815
28,839 22,943 26336 24347
36,510 30,072 33,052 31,162
7,980 7023 6,843

15,348 15,677 15,446

10,124 9,796 8,689

22,749 22,096 19,896

48,221 47,569 42,031

(454) (451) (485)

47,767 47118 43,546

3,677 3,468 3,242 2,902
2,593 2,634 2,390 2618
345 350 355 343
662 662 662 662
177 178 178 179
2,555 2,681 3,264 2,365
10,009 9,973 10,09 9,069
111,183 105,276 707,598 99917
28,270 27,103 26,385 25,033
30,930 29,640 29,636 27,787
S 10918 8,177 5,956 8,926
70,118 54,920 61977 61,746
3,677 3,468 3,242 2,902
15,094 14,495 15,504 15,088
7,541 7,840 12915 6,885
1,997 2,080 1,846 2213
6,068 5,788 5928 4301
34377 33,651 39,435 31,389
1,599 1,600 1102 1770
517 479 487 427
400 400 400 575
1,558 1,573 1,565 1,552
17 15 13 10
(717) (49) (26) (1)
2,674 2,687 2,645 2,449
4,572 4676 4597 4585
111,183 105,276 107,598 99917
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Consolidated Statement of Changes in Shareholders' Equity

{unaudited)
{millions of doltars)

Preferred shares at beginning
Issuance of preferred shares, Series 16
Preferred shares at end

Common shares at beginning
Issuance of common shares
Dividend Reinvestment and Share Purchase Plan
Stock Option Plan
Repurchase of common shares for cancellation (Note 8)
Impact of shares acquired or sold for trading purposes
Common shares at end

Contributed surplus at beginning
Stock option expense (Note 9)
Contributed surplus at end

Unrealized foreign currency transiation adjustments at beginning

Gains {losses) on foreign exchange operations with a functional currency
other than the Canadian dollar, net of income taxes

Unrealized foreign currency translation adjustments at end

Retained earnings at beginning
Net income
Impact of initial adoption of AcG-15 “Consclidation of Variable Interest Entities”
Dividends
Preferred shares
Common shares
Premium paid on common shares repurchased for cancellation {Note 8)
Share issuance and other expenses, net of income taxes
Retained earnings at end

Shareholders' equity

Six months ended April 30

2006 2005
400 375

= 200

200 575
1,565 - 1,545

7 6
29 28
o (43) (26)
L= (1
1,568 - 1552

‘ 137 7
4 3

17 10

- (26): (10)
(s1).- 9
77 0]

© 2,645 2287
431 441

- 8
() (13)
(158) (141)
(232) . (123)
() (8)
3674 7449
4572 4,585
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Consolidated Statement of Cash Flows

{unaudited)
{millians of dollars)

Cash flows from operating activities
Net income
Adjustments for:
Provision for credit losses
Amortization of premises and equipment
Future income taxes
Translation adjustment on foreign currency subordinated debentures
Gains on sale of investment account securities, net
Gains on asset securitization and other transfers of receivables, net
Stock option expense
Change in interest payable
Change in interest and dividends receivable
Change in income taxes payable
Change in net fair value amounts of trading derivative financial instruments
Change in trading account securities
Change in other items

Cash flows from financing activities

Change in deposits

Issuance of subordinated debentures

issuance of common shares

Issuance of preferred shares

Repurchase of common shares for cancelfation
Dividends paid on common shares

Dividends paid on preferred shares

Change in obligations related to securities sold short
Change in securities sold under repurchase agreements
Change in other items

Cash flows from investing activities

Change in deposits with financial institutions pledged as collateral
Change in loans

Proceeds from securitization of assets and other transfers of receivables
Maturity of securitized assets

Purchases of investment account securities

Sales of investment account securities

Change in securities purchased under reverse repurchase agreements
Consolidation of assets in accordance with AcG-15

Net acquisitions of premises and equipment

Increase in cash and cash equivalents
Cash and cash cquivalents at beginning
Cash and cash equivalents at end

Cash and cash equivalents

Cash

Deposits with financial institutions
Less: Amount pledged as colfateral

Supplementary information
Interest paid
Income taxes paid

Quarter ended April 30 Six months ended April 30

2006 - 2005 2006 2005
; 214 202 43 - 441
22 1 -39 18
18 15 32 30

. T a4 (29)

: M- 6 3y’ 12
CL. (28) ¢ {17) (70) - (94)
Cooq20) ) (30) (42} (55)

‘ C2 2 4 3
15 (4) . 98 12
an.s (24) 54 (24)

L 20 (18) 68 . 28
‘ (22 - (112) o (82) - (56}
{5,896) (4,069) (2:503) (3,786)

. 445 173 630 (1,313)
{5.250) - (3,874} —{1,250) - {4,813)
5198 5,086 8.141 8314
R - 500 ¢ 350
Mo 15 ¢ 36 33
e 200 - 200

- {168) - (149) T (278) . {149)
(80} (141) (153) (205)

(5} (6} (M) (12
599 3417 - {410), 4,884

(299) (384) (5374)- (1,297)

{26) © {49 5

. 5,230 8,029 " 2,405 12,123

- 1,005 66 3,940 61
(295) ¢ (1,943} (1,521} (3,335)

. 618 1,190 1,178 1,769
- (500} - {500)
(33,951) (6,701) (56,719) {11,992)
33,437 7.349 55,834 12,769
-1 (1,277) (526) {2,347}

- - - (132)

(1 (12) (22). {22)

1,234 (1,828) 2,164 3,729)
1214 2327 3,319 3,581
8,381 6,587 6,276 5333
9,595 8914 9,595 8914
226 208 226 208
9,467 9,089 9,467 9,089
{98) (383) {98) (383)
9,595 8914 9,595 8914
648 358 1,163 709

42 85 75 136

.
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Notes to the Consolidated Financial Statements
(unaudited) (millions of doliars)

These unaudited interim consolidated financial statements should be read in conjunction with the audited consolidated financial statements for the year ended October 31, 2005,
Certain comporative figures have been reclassified to comply with the presentation adopted in fiscal 20086.

1. Significant Accounting Policies

These unaudited interim consolidated financial statements of the Bank have been prepared in accordance with Canadian generally accepted accounting principles (‘GAAP”)
and the accounting policies described in the Bank's most recent Annual Report for the year ended October 31, 2005.

2. Recent Accounting Standards Pending Adoption

Financial Instruments - Recognition and Measurement, Hedges and Comprehensive Income
In January 2005, the Canadian Institute of Chartered Accountants (CICA) issued three new standards: "Financial Instruments - Recognition and Measurement,” "Hedges" and
“Comprehensive income.” The main consequences of implementing these standards are described below.

All financial assets and liabilities will be carried at fair value in the Consolidated Balance Sheet, except for items dassified in the following categories, which will be carried at amortized
cost: loans and receivables, held-to-maturity securities and financial liabilities not held for trading. Realized and unrealized gains and losses on financial assets and liabilities that

are held for trading will be recorded in the Consclidated Statement of Income. Unrealized gains and losses on financial assets that are available for sale will be reported in Other
comprehensive income untit realized, at which time they will be recorded in the Consalidated Statement of [ncome. All derivatives, including embedded derivatives that must be
accounted for separately, will be recorded at fair value in the Consolidated Balance Sheet.

For fair value hedges, changes in the fair value of the derivatives and corresponding changes in fair value of the hedged items attributed to the risk being hedged will be recognized
in the Consolidated Statement of Income. For cash flow hedges, the effective portion of the changes in the fair values of the derivative instruments will be recorded in Other
comprehensive income until the hedged items are recognized in the Consolidated Statement of Income.

Other comprehensive income, which comprises the above items as well as unrealized exchange gains and losses on self-sustaining foreign operations (net of hedging activities),
will be included as a separate component of the Consolidated Statement of Changes in Shareholders’ Equity. A new statement entitled "Statement of Comprehensive Income”
will be added to the Bank's consolidated finandial statements.

These new standards will apply to the Bank effective November 1, 2006. The impact of implementing these new standards on the Bank's consolidated financial statements cannot yet
be determined as it is dependent on the Bank's unsettled positions and hedging strategies and on market volatility at the time of transition.

3. Transfers of Receivables

Securitization transactions

CMHC-guaranteed mortgage foans and credit card receivables
The Bank securitizes guaranteed residentiat mortgage loans through the creation of mortgage-backed securities. The Bank also sells credit card receivables on a revolving basis to a trust.
The pre-tax gain or loss from securitization transactions, net of transaction fees, is recognized in the Conmliqated Statement of Income under “Securitization revenues.”

Securitization operations for the quarter ended: April 30, 2006 January 31, 2006 April 30, 2005
Mortgage Mortgage Mortgage Credit card
‘ loans loans loans receivables
Net cash proceeds . 618 419 307 795
Retained interests ‘ E 17 13 13 2i
Retained servicing liability @ 2 V)] (4
631 430 318 812
Receivables securitized and sold 626 425 309 800
Gain before income taxes, net of transaction fees i 5 5 ] 12
Mortgage-backed securities created and retained included in the iter “Securities - investment account” 278 275 140 -
Securitization operations for the six months ended: ‘ Agril 30, 2006 April 30, 2005
; Mortgage Mortgage Credit card
loans loans receivables
Net cash proceeds ‘ 1,037 799 795
Retained interests 30 37 21
Retained servicing liability ‘ (6) (5) (4
: 1061 831 812
Receivables securitized and sold 1,051 803 800
Gain before income taxes, net of transaction fees ' 10 28 12

Mortgage-backed securities created and retained included in the item “Securities - investment account” ‘ 553 140 -

The key asumptions used to measure the fair value of retained interests at the securitization date for transactions carried out during the quarter ended April 30, 2006 were as follows:

Guaranteed mortgage loans - Key assumptions 2006
Weighted average term {months) ‘ 272
Prepayment rate 200%
Excess spread, net of credit losses 12%
Expected credit losses ‘ -
Discount rate ; 4.0%
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Notes to the Consolidated Financial Statements {cont.)
(unaudited) (millions of dollars)

Other transfers
The Bank selfs insured and uninsured mortgage loans to a mutual fund administered by the Bank. The pre-tax gain or loss is carried in the Consolidated Statement of Income under “Other
income - Other" The following table summarizes the other transfers carried out by the Bank:

Quarter ended Six months ended
April 30,2006 January 31, 2006 Aprit 30, 2005 April 30, 2006 April 30, 2005
Net cash proceeds -l 141 88 . 14r 173
Insured and uninsured mortgage loans sold ) Ji- 140 90 . 140 176
Gain (loss) before income taxes = il 2 N 1. 3

4. Loans and Impaired Loans

Impaired loans

Gross Specific Net

amount Gross allowances balance
April 30, 2006
Residential mortgage 14,889 : 10 2 8
Personal and credit card 10,687 36 17 19
Business and government 22,285 196 112 84

47,361 242 131 i
General allowance (! ) (308)
Impaired loans, net of specific and general allowances (197)
October 31, 2005.
Residential mortgage 15,677 10 2 8
Personal and credit card 9,796 . 35 18 17
Business and government 22,096 215 123 92

47,569 ‘ 260 143 17
General allowance {308)
Impaired loans, net of specific and general allowances ‘ {191]

{1) The generat allowance for credit risk was created taking into account the Bank's credit in its entirety.

5. Allowance for Credit Losses

The changes made to allowances are as follows:

Allocated Unallocated Six months ended

Specific general |, general Aprit 30 April 30

allowances allowance | allowance ) 2006 2005

Allowances at beginning 143 241 67 } 451 578
Provision for credit losses 39 (6) 6 ’ 39 18
Write-offs (84) - - : (84) (134)
Recoveries 33 - - 33 23
Allowances at end 131 235 73 ] 439 485

6. Subordinated Debentures

On November 2, 2005, the Bank issued $500 million of subordinated debentures that mature in 2020. Interest at the annual rate of 4.70% is payable semi-annually on May 2
and November 2 of each year.

7. Pension and Other Employee Future Benefits

Quarter ended Six months ended
April 30 January 31 April 30 Aprit 30 April 30
2006 2006 2005 2006 2005
Pension benefit expense 15 15 12 30 25
Other employee future benefit expense v 2 3 2 5 2
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Notes to the Consolidated Financial Statements (cont.)
(unaudited) (millions of dollars)

8. Capital Stock
Shares gutstanding and dividends I : . Shares Dividends
- Numberof shares == . §- $ per share
First preferred shares BT i
Series 15 o '8,000,000:: - 200 : 6 0.3656
Series 16 ST 8,000,000 200, 5 0.3031
- -+ 16,000,000 . . - 400 . 1
Common shares 161,881,773 - 1,558 158 0.4800
A e 1,958 169

Repurchase of common shares
On January 23, 2006, the Bank commenced a normal course issuer bid to repurchase, for cancellation, up to 8,278,000 common shares over a 12-month period ending no
later than January 22, 2007. Repurchases are made on the open market at market prices through the facilities of the Toronto Stock Exchange. Premiums paid above the average
book value of the comman shares are charged to retained earnings. As at April 30, 2008, the Bank had repurchased 2,700,820 common shares at a cost of $169 million, which
reduced common share capital by $26 million and retained earnings by $143 million.

On fanuary 13, 2005, the Bank commenced a normal course issuer bid to repurchase, for cancellation, up to 8,400,000 common shares over a 12-month period ended
January 12, 2006. Repurchases are made on the open market at market prices through the facilities of the Toronto Stock Exchange. Premiums paid above the average
book value of the common shares are charged to retained earnings. During the period ended Aprii 30, 2006, the Bank repurchased 1,771,600 common shares at a cost
of $106 million, which reduced common share capital by $17 million and retained earnings by $89 millian,

9. Stock-Based Compensation

Stock Option Plan
On December 7, 2005, the Bank awarded 843,200 stock options at an exercise price of $61.44 and with an expiry date of December 6, 2015, The fair value of these options on the award
date, estimated using the Black-Scholes model, was $12.81. The following assumptions were used: i) a risk-free interest rate of 4.18%, ii) an expected life of the options of 6 years, ii) an
expected volatility of 24%, and iv) an expected dividend yield of 5.00%.

As at Apnil 30, 2006, a total of 5,574,542 stock aptions were outstanding.

Stock Appreciation Rights {SAR) Plan
In December 2005, the Bank awarded 5400 SARs As at April 30, 2006, a total of 322,075 SARs were outstanding.

Deferred Stock Unit (DSUJ Plan for Officers
In December 2005, the Bank awarded 32911 DSUs As at April 30, 2006, a total of 124,934 DSUs for officers were autstanding.

Restricted Stock Unit Plan (RSU)
In December 2005, the Bank awarded 41073 RSUs. As at April 30, 2008, 2 total of 91,904 RSUs were autstanding.

10. Subsequent Event

Subsequent to quarter-end, the Bank announced that NBC Capital Trust (the Trust’), an apen-end trust established under the faws of Ontario, had filed a preliminary prospectus with
the various securities commissions across Canada relating to the offering of Trust Capital Securities - Series 1 (‘NBC CapS - Series 17). The proceeds from the issue of NBC CapS - Series 1
will be used by the Trust to purchase a senior deposit nate from the Bank.

The Trust is a variable interest entity under CiCA Accounting Guideline No. 15 “Consolidation of Variable Interest Entities” {AcG-15). The Bank will not cansofidate the Trust since the Bank i
not the primary beneficiary, therefore, the NBC Cap$ - Series 1 issued by the Trust will not be reported on the Bank's Consalidated Balance Sheet, but the senior deposit nate will be report-
ed in Liabilities - Deposits ‘

I
The Bank expects that the NBC CapS -Series 1 will qualify as innovative Tier 1 Capital of the Bank for regulatory purposes. Subject to customary closing conditions, including the receipt
of regulatory approvals, this transaction is expected to dlose in the third quarter of 2006,
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Notes to the Consolidated Financial Statements (cont.)

{unaudited) (millions of dollars)

11. Segment Disclosures

page 17

Quarter ended April 30

Net interest income {1

Other income ¥

Total revenues

Operating expenses

Contribution

Provision for credit losses

Income before income taxes and
non-controlling interest

income taxes 'V

Non-controlling interest

Net income {net loss)

Average assets

Six months ended April 30

Net interest income (2

Other income 1!

Total revenues

Operating expenses

Contribution

Provision for credit losses

Income before income taxes and
non-controlling interest

Income taxes

Non-controlling interest

Net income (net loss)

Average assets

Personal and Commercial

The Persanal and Commercial segment
comprises the branch network, intermediary
services, credit cards, insurance, commercial
banking services and real estate.

Taxable equivalent

(1) The accounting policics are the same as those described

in the note on accounting policies (Note 1), with the exception
of the net interest incotme, other income and income taxes
of the operating segments, which are presented on a taxable
equivalent basis. Taxable equivalent basis is a calculation
method that consists in grossing up certain tax-cxempt

Personal and Wealth Financial
Commercial Management Markets Other Total
2006 2005 2008 2005 2006 2005 2006 2005 2006 2005
328 314 30 25 15 103 (72) (62) 301 380
192 179 200 182 222 142 34 17 648 520
520 493 230 207 237 245 (38) (45) 949 900
320 3n 165 160 142 150 (4) 3 623 624
200 182 65 47 95 95 (34) {48) 326 276
33 26 - - 1 2 (12) (27) 22 1
167 156 65 47 94 93 (22) 21 304 275
56 51 22 16 33 K} (29) (32) 82 66
- - 1 ] 2 1 5 5 8 7
11 105 42 30 . 59 61 2 6 214 202
47,100 43,338 973 917 66,892 48,432 (9,577) (5,715) 105,388 86,972

Personal and Wealth Financial
Commercial Management Markets Other Total
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
665 837 59 48 1 19 (146) (117 579 729
384 358 385 351 513 356 67 89 1,349 1,154
1,049 995 444 399 514 517 (79) (28) 1,928 1,883
646 617 320 311 293 304 8 5 1,267 1,237
403 378 124 88 221 213 (87) (33) 661 646
64 53 - - 2 4 (27) (39) 39 18
339 325 124 88 219 209 (60) 6 622 628
114 108 41 30 74 n (54) (36) 175 173
- - 3 2 4 1 9 1 16 14
225 217 80 56 141 137 (15 3 431 441
46,657 42,852 944 386 65,619 46,332 (8,746 (5,557) 104,474 84,513

Financial Markets Other

Wealth Management

The Wealth Management segment
comprises (ull-service retail brokerage,
direct brokerage, mutual funds, trust
services and portfolio management.

brokerage.

The Financial Markets segment encompasses
corporate financing and lending, treasury
operations, including asset and liability
management for the Bank, and corporate

incomne by the amount of income tax that otherwise would
have been payable. For all of the operating segments, net

intercst income was grossed up by $17 milfion {$23 million in
2005) and other income by $13 million ($15 million in 2005),

An equal amount was added to income taxes. The impact
of these adjustments is reversed under the "Other” heading.

WWw.nbce.ca

The Other heading comprises securitization
operations, certain non-recurring items
and the unallocated portion of centralized
services.

(2} For the six months ended April 30, 2006, net interest
income was grossed up by $36 mitfion ($39 miflion in 2005)
and other income by $14 million {$16 million in 2005).

An equivalent amount was added to income taxes The impact
of these increases is reversed under the "Other” heading.
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Economic Commentary

For o more detailed analysis and up-to-dote information on the state of the globo! and
local econamies, we invite you to consuft the following National Bank economic publications:

Economic and Financial Outlook: A complete survey of the economic outlook Economic Weekly: A weekly analysis of current economic issues along with the

in North America and abroad, the provincial economies, and financial markets latest figures for selected indicators of foreign, North American and provincial

and sectors, Published twice a year, economies, and commodity prices.

Monthly Economic Monitor: An overview of recent economic developments in Canada, These publications are avaifable on the Bank's website at www.nbe.ca under Economic
the United States and around the world, with an update of our economic forecast. Analysis in the menu on the right-hand side of the screen.
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Strategy-5, a new mortgage solution

As part of its mortgage campaign, National Bank launched the Strotegy-5, a new
five-year martgage solution. With a 1.50% rate discount the first year and 0.30% off
the regular rate the following four years, it's one of the best mortgage offers

on the market.

S&P/TSX Income Trust Index™ Note

In March, National Bank launched its S&P/TSX Income Trust Index™ Note, an invest-
ment solution that combines full principal protection with an unlimited potential
return over an 8-year term.

RRSP solutions: National Bank All-In-One

During its RRSP campaign, National Bank proposed the All-In-Cne as an innovative
solution for managing personal finances The new multi-account concept makes it
easier for clients to manage their projects and even finance their RRSP investments.

SMART Note

National Bank has launched the third series of its SMART Note, a solution that offers
complete principal protection and an unlimited retusn potential at the end of the 7-year
term. It contains the asset classes needed for optimal diversification of returns,
enabling investors to capitalize on stock, bond, currency and commodities markets.

Partnership agreement with 1PC
Investment Planning Counsel Inc. {IPC) and National Bank have signed an agreement
to provide National Bank RRSP loan solutions to IPC clients all across Canada.

Computershare

Computershare has acquired the share ownership management services of National
Bank Trust, 2 subsidiary of the Bank. Under the agreement, Computershare has acquired
all the security transfer services and employee share ownership plans as well as a portion
of National Bank Trust's corporate trust services.

Group insurance in Quebec

National Bank Insurance wants to become a key player in the Quebec group insurance
market where it has been present for two years through an outsourcing agreement.
It now has its own team of specialists who can offer companies group life, disability,
health and dental insurance solutions.

The SMEs of the National Bank

In April, the Bank kicked off its 13th annual recognition program “The SMEs of the
National Bank," which gives the Bank's commercial clients the opportunity to distin-
guish themselves in the business community and raise their visibility.

Annual Meeting of Shareholders

The Annual Mecting of Shareholders of the Bank was held on March 8. Réal Raymond,
President and Chief Executive Otficer, tied the Bank's success to the balance it has
achieved between shareholder return, its diversified service offering, the engagement
and competency of its personnel and its commitment to the community.

Canadian Financial Services Conference

On March 29, Réal Rayimond, President and Chief Exceutive Officer of National Bank,
addressed the National Bank Financial Canadian Financial Services Conference, an event
attended by more than 60 portfolio managers. Mr. Raymond recapped the key factors
of the Bank's success for the future: its ability to pursue its growth strategy in Quebee
and its initiatives in specialized niche markets in Canada through partnerships, financial
services and Altamira.

Active in the community, National Bank donates several millions of dollars each year to
hundreds of Canadian health, education, community outreach and cultural organiza-
tions. Here are some of the donations and commitments the Bank has made since
February 1: ‘

¢ Donation of $50,bOO to the University of Ottawa Heart Institute. The Ingtitute will
use the Bank's contribution to improve the quality of life of cardiac patients and
advance research into heart disease.

®  Donation of $256,905 to the Quebec Breast Cancer Foundation through its Allure
MasterCard. Launched last spring, the Allure card enables cardholders to directly
support the activities of the Foundation. National Bank makes a charitable donation
to the Foundation equal to a percentage of all cardholder purchases

o As part of the 14th annual National Bank Bursary program, organized in cooperation
with the Quebec Foundation for Athletic Excellence, Réal Raymoand, President
and Chief Executive Officer, and Sylvie Roy, Vice-President - Marketing and Public
Affairs, revealed the names of the 30 athietes who would receive up to $3,000 each
in financial support, for a total of $70,500.

e National Bank published its 2005 Social Responsibility Report, in which it presents
its commitment to the community and the many activities it undertakes to meet
the needs of its clients, employees and shareholders The Report is available on
the Bank's website at www.nbe.ca and can also be obtained by calling TelNat at
1-888-4TELNAT or (514) 394-5555,

* Donation of close to $275,000 to the Quebec Breakfast Club, which began selling
piggy banks through National Bank branches in Novemnber as a new fundraising
activity. The activity was a huge success, with nearly 94,000 piggy banks sold.

o for the 4th consecutive year, the Bank helped support Défi sportif, now in its
23rd year. In addition to being a partner of the event, the Bank had the pleasure
of awarding bursaries to the National Bank Champions in recognitian of their
hard work, talent and commitment to promating their sport.

® For many yearsNational Bank has encouraged its employees to become involved in
the community, It was therefore proud to honour Pierre M. Houle, a Bank employee,
with the "André¢ Bérard Award” for his volunteer work with Lo Rose Bleue, an asso-
ciation that assists people with intellectual or sensory difficulties. As part of the
award, Lo Rose Bleue received a $5,000 danation from the Bank.

¢ The Bank contributed more than $1 million to the Quartier internationa! de
Montréof {QIM) to support the city's cultural development and promote its inter-
national profile. The Bank is the principal partner of the QIM's cultural corridor
projects and the Victoria Square concourse.

150 most admired companies in Quebec

National Bank was|pleased to be listed once again among the 150 most admired
companies in Quebec, according to a Léger Marketing survey conducted for French-
language business magazine Commerce. The survey results, published in the March
issue, revealed that National Bank had maintained its 48th place standing fram 2005,
and its second place ranking among the financial institutions most admired by
Quebecers.

NBDB: best direct brokerage service

For the second consecutive year, National Bank Direct Brokerage (NBDB) received the
Datbar award for best direct brokerage service owing to the quality of its client service
throughout 2005, '

Financial personalities of the year

In February, French-language business newspaper finance et Investissement published
its list of mast influential Quebiee financial personalities of the year, which included
three Bank officers: Réal Raymond, President and Chief Executive Officer, Louis Vachon
Chairman of the Board and Chief Executive Officer of National Bank Financial Group
and Chairman of Natcan Investment Management, as well as Charles Guay, President
and Chief Executive Officer, National Bank Securities and Altamira.

Réal Raymond, personality of the week
In its March 12 issue, La Presse named Réal Raymond, President and Chief Executive
Officer, its personality of the week mainly in recognition of the Bank's record of having
consistently outperformed the other major Canadian banks over the past five years

I
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National Bank of Canada
Information for Shareholders and Investors

Head Office

600 de La Gauchetiére West
Montreal, Quebec, Canada
H3B 4L2

www.nbe.ca

Investor Relations

Financial analysts and investors who want to obtain financial information
on the Bank are asked to contact the Investor Relations Department.

600 de La Gauchetiére West, 7th Floor

Montreal, Quebec H3B 412

Telephone: {514} 394-0296

Fax: (514) 394-6196

E-mail: investorrelations@nbc.ca

Website: www.nbe.cafinvestorrelations

Pubtic Refations

800 de La Gauchetiére West, 10th Hoor
Montreal, Quebec H3B 412

Telephone: (514) 394-8644

Fax: (514) 394-6258

Website: www.nbe.ca
General inquiries: telnat@nbc.ca

Quarterly report publication dates for fiscal 2005-2006

Third quarter: August 31, 2006
Fourth quarter: November 30, 2006

DISCLOSURE OF 2nd QUARTER 2006 RESULTS

Conference call

® A conference call for analysts and institutional investors will be held an
May 25, 2006 at 1:00 p.m. EDOT.

¢ Access by telephone in listen-only mode: 1-866-898-9626
or (4186) 340-2216

»  Arecording of the conference call can be heard until June 1, 2006
by calling 1-800-~408-3053 or {416) 695-5800. The access code is 31857254,

Webcast
¢ The conference call will be webcast live at www.nbe.cafinvestorrelations.
¢ Arecording of the webcast will also be available on the Internet after the call,

Financial Documents

» The quarterly financial statements are available at all times on National Bank's
website at www.nbe.cafinvestorrelations.

¢ The Report to Shareholders, Supplementary Financial Information and a slide
presentation will be available on the Investor Relations page of National
Bank's website shortly before the start of the conference call

Transfer Agent and Registrar

For information about stock transfers, address changes, dividends, lost certificates,
tax forms and estate transfers, shareholders are requested to contact the transfer
agent, Computershare Trust Company of Canada, at the address or telephone
numbers bcjlow

Computershare Trust Company of Canada
Share Ownership Management

1100 University, 12th Foar

Montreal, Quebec H3B 2G7

Telephone: (514) 871-7171

1-800-341-1419

Fax: (514) 871-7442

E-mail; cliéntele@tbn.bnc.ca

Direct Deposit Service for Dividends

Shareholders may elect to have their dividend payments deposited directly via
electronic funds transfer to their bank account at any financial institution that

is a member of the Canadian Payments Association. To do so, they must send

a written request to the Transfer Agent, Computershare Trust Company of Canada.

Dividend Reinvestment and Share Purchase Plan

National Bank offers holders of its common shares a Dividend Reinvestment
and Share Purchase Plan through which they can invest in common shares

of the Bank without paying a commission or administration fee. Participants

in the Plan may acquire shares by reinvesting cash dividends paid on shares
they hold or by making optional cash payments of at least $500 per payment,
to a maximum of $5,000 per quarter. For additional information, please contact
the Registrar, Computershare Trust Company of Canada, at 1-800-341-1419

or {514) 871-7171.

www.nbc.cafinvestorrelations

Nationa! Bank of Canada is committed to protecting the environment.
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certified processed 100%
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National Bank of Canada | Report to Sharehalders | Second Quarter 2006



File No. 82-37¢4

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND
OPERATING RESULTS ‘

May 25, 2006 — The following text presents Management's discussion and analysis of the Bank’s
financial condition and operating results. This analysis was prepared in accordance with Multilateral
Instrument 51-102 respecting Continuous Disclosure Obligations of the Canadian Securities
Administrators and is based on the unaudited interim consolidated financial statements for the
second quarter and the first six months of 2006. Additional information about National Bank of
Canada, including the Annual Information Form, can be obtained from the SEDAR website at
www.sedar.com and the Bank’s website at www.nbc.ca.

Analysis of Resuits

Consolidated Results

National Bank recorded net income of $214 million in the second quarter of fiscal 2006, up 6% from
the $202 million recorded for the corresponding period of 2005. Excluding the reduction in the
general allowance for credit risk in the second quarter of 2005 and the net gain on the sale of the
shareholder management activities in the second quarter of 2006, the increase would have been
9%. The Bank’s net income for the first six months of fiscal 2006 was $431 million, $10 million less
than for the year-earlier period. Excluding the reduction in the general allowance for credit risk, the
gain on the disposal of investments in South America and the net gain on the sale of the shareholder
management activities in the first half of 2005 and 2006, net income increased $21 million, or 5%,
year over year.

Diluted earnings per share amounted to $1.26 in the second quarter of 2006, up 10% from $1.15 for
the same period of 2005. Excluding the reduction in the general allowance for credit risk in the first
quarter of 2005 and the net gain on the sale of the shareholder management activities in the second
quarter of 2006, diluted earnings per share increased 14%. Diluted earnings per share in the first half
of 2006 were $2.52, unchanged from the first half of 2005. Excluding the reduction in the general
allowance for credit risk, the gain on the disposal of investments in South America and the net gain
on the sale of the shareholder management activities, diluted'earnings per share grew 8% for the
first six months.

Total Revenues

At $949 million, the Bank’s total revenues rose 5.4% in the second quarter of 2006, as against
$900 million in the second quarter of 2005. Personal and Commercial net interest income advanced
$14 million, or 4.5%, to $328 million for the quarter, owing to higher volumes of consumer and
business loans. While the spread on credit products narrowed from the second quarter of 2005 to
the second quarter of 2006, the effect was partly offset by the'wider spread on deposits.

Trading revenues totaled $86 million for the second quarter of 2006, up $11 million, owing primarily
to commodity and currency trading. Gains on investment account securities climbed $11 million to
$28 million in the second quarter of 2006.

Revenues from mutual funds and trust services, particularly Private investment Management,
climbed $14 million from the second quarter of 2005 to reach $83 million in the second quarter of
2006. Aside from these items, the increase in other income was attributable to lending fees and
foreign exchange revenues, each of which rose $6 million. Securitization revenues, however, were
$39 million this quarter, as against $47 million in the second quarter of 2005. Financial market fees
amounted to $164 million in the second quarter of 2006, compared to $189 million in the year-earlier
period when institutional brokerage activities were significantly higher.

Total revenues in the first half of 2006 grew 2.4%, reaching $1,928 million versus $1,883 million in
the first half of 2005. Personal and Commercial net interest mcome advanced $28 million, or 4.4%,
to $665 million. Trading revenues climbed $22 million to $179 mnlllon Revenues from mutual funds
and trust services, including Private Investment Management, rose $30 million from the first half of
2005 to $164 million in the first six months of 2006.



Lending fees and foreign exchange revenues increased $10 million and $11 million, respectively,
while securitization revenues amounted to $79 million, compared to $95 million for the same period
in 2005. Financial market fees totaled $323 million in the first six months of 2006, as against

$358 million in the first six months of 2005.

Operating Expenses ‘

In the second quarter of 2006, operating expenses were $623 million, down $1 million from the year-
earlier period. Salaries and staff benefits remained substantially the same for the comparison period.
At 57%, the ratio of salaries and staff benefits to operating expenses also remained stable. The
increase in regular salaries and pension plan costs during the second quarter of 2006 was offset by
the decrease in variable compensation.

In the first half of 2006, operating expenses climbed $30 million to $1,267 million, owing to the
$13 million growth in salaries and staff benefits. Technology expenses were up $8 million to
$215 million, while other expenses, including professional fees, increased $9 million to $315 million.

Income Taxes :

Income taxes for the second quarter of 2006 totaled $82 million, representing an effective tax rate of
27.0%, compared to $66 million and an effective tax rate of 24.0% for the year-earlier period. For the
first half of 2006, income taxes amounted to $175 million, representing an effective tax rate of
28.1%, as against $173 million and an effective tax rate of 27.6% for the corresponding period of
2005.

Results by Segment
Personal and Commercial

Net income for the Personal and Commercial segment totaled $111 million for the second quarter of
2006, up 5.7% from the $105 million in net income earned in the corresponding quarter of 2005.
Total revenues for the segment climbed 5.5% to $520 million. At Personal Banking, total revenues
rose $21 million or 6.5% owing to growth of $3 billion in average asset volumes, attributable mainly
to consumer loans, but also to residential mortgages and credit card advances. The increase in
revenues stemming from higher loan volumes was partly offset by a narrowing of the spread on
these products. However, the spread on transaction deposits widened because of rising interest
rates. Insurance revenues jumped 31%, at an annualized rate. Total revenues for Commercial
Banking were up $6 million or 3.9% due to the increase in net interest income attributable to higher
volumes of loans and acceptances and growth in foreign exchange revenues. While the spread
narrowed slightly on Commercial Banking credit products, it widened on deposits. Operating
expenses for the Personal and Commercial segment were $320 million for the second quarter of
2008, as against $311 million for the year-earlier period, for an increase of 2.9%. As a result, the
efficiency ratio declined to 61.5% for the quarter from 63.1% for the second quarter of 2005. The
segment provision for credit losses was increased by $7 milliQn to $33 million.

For the first six months of fiscal 2006, the Personal and Commercial segment posted net income of
$225 million, a 3.7% increase over the $217 million recorded for the same period of 2005. Total
revenues for the segment rose 5.4% to $1,049 million on growth of $39 million or 6.0% at Personal
Banking and $15 million or 4.4% at Commercial Banking. The efficiency ratio moved down to 61.6%
in the first half of 2006 from 62.0% for the same period a year earlier.

Wealth Management

Net income for the Wealth Management segment totaled $42 million for the second quarter of 2006,
compared to $30 million for the corresponding quarter of 2005, for an increase of 40%. The net gain
realized on the sale of National Bank Trust's shareholder management activities during the quarter
contributed $5 million to the increase in net income for the quarter. The segment’s total revenues
advanced 11% to $230 million for the second quarter of 2006. Almost all the business units in the
segment saw increased activity. Operating expenses were up $5 million or 3% to $165 million for the
quarter. With revenue growth outstripping expense growth, the efficiency ratio was reduced from
77.3% in the second quarter of 2005 to 71.7% this quarter.



For the first half of fiscal 2006, net income for the Wealth Management segment amounted to $80
million versus $56 million for the same period in 2005, for an increase of 43%. Total revenues for the
segment rose by 11% to $444 million in the first six months of fiscal 2006. Operating expenses
edged up barely $9 mitlion or 3% to $320 million for the six-month period.

Financial Markets

For the quarter ended April 30, 2006, the Financial Markets segment posted net income of $59
million, down $2 million from the year-earlier period. Segment revenues fell $8 million to $237
million. Lower financial market fees were offset by higher gains on securities and trading revenues.
Operating expenses for the quarter were $142 million, a decline of 5.3% from the $150 million
recorded in the corresponding quarter of 2005, primarily owing to variable compensation. The
provision for credit losses for the quarter stood at $1 million, compared to $2 million for the second
quarter of 2005. For the first half of fiscal 2006, the segment’s net income totaled $141 million, or $4
million more than the corresponding period of 2005. ‘

Financial Market Revenues Q2 1 Q2
(taxable equivalent basis ") 2006 2005
(millions of dollars)

Trading revenues

Equity 57 ; 57
Interest rate 14 13
Commodity and foreign exchange 12 ‘ 5
83 75

Financial market fees 65 88
Gains on securities 31 14
Banking services 29 34
Other 29 | 34
Total 237 245

) Taxable equivalent basis is a calculation method that consists in grossing up certain tax-exempt income by the
amount of income tax that otherwise would have been payable. The use of the taxable equivalent basis is not in
accordance with GAAP. Securities regulators require that companies caution readers that measures adjusted on a
basis other than GAAP do not have standardized meanings under GAAP and may not be comparable to similar
measures used by other companies. Please refer to Note 11 to the unaudited interim consolidated financial
statements for the impact of the taxable equivalent adjustment to segment results.

Other

The “Other” heading of segment results posted net income of $2 million for the second quarter of
2006, compared to $6 million for the same period a year earlier. For the first six months of 2006, the
“Other” heading recorded a loss of $15 million, as against a gain of $31 million for the corresponding
period of 2005. In the first haif of 2005, the Bank recorded a $37 million pre-tax gain on the disposal
of investments and reversed the general allowance for credit risk by $17 million.

Cash Flows

Due to the nature of the Bank’s business, most of its revenues and expenses are cash items.
Moreover, significant cash flow movement can be observed in certain activities, such as trading
activities, and could impact several assets and liabilities such as trading account securities,
securities sold short or securities sold under repurchase agreements.

For the second quarter of 2006, cash and cash equivalents were up $1.2 billion, compared to an
increase of $2.3 billion for the second quarter of 2005. As at April 30, 20086, cash and cash
equivalents totaled $9.6 billion versus $8.9 billion the previous year.



Operating activities required cash of $5.2 billion for the second quarter of 2006, mainly because of
the increase in trading account securities. For the corresponding quarter of 2005, operating activities
required cash of $3.9 billion for the same reason.

Financing activities provided cash inflows of $5.2 billion, most of which was generated by higher
deposits, particularly purchased funds. For the second quarter of 2005, the $5.1 billion rise in
deposits and the $3.4 billion increase in obligations related to securities sold short accounted for
$8.0 billion in cash inflows from financing activities.

Finally, cash inflows from investing activities were $1.2 billion in the second quarter of 2006.
Investing activities in the corresponding quarter of 2005 required cash of $1.8 billion due to the $1.9
billion increase in loans. |

Risk Management
Credit Risk

In the second quarter of 20086, the Bank recorded specific provisions for credit losses of $22 million,
an increase of $4 million over the second quarter of 2005. As at April 30, 2006, gross impaired loans
stood at $242 million compared to $260 million at the end of fiscal 2005. This decline was primarily
due to the decrease in gross impaired real estate loans. The ratio of gross impaired loans to total
adjusted capital and allowances was only 6.4%. As at April 30, 2006, allowances for credit losses
exceeded gross impaired loans by $197 million versus $191 million as at October 31, 2005.

Market Risk - Trading Activities

The Value-at-Risk (VaR) simulation model is one of the main tools used to manage market risk
in trading activities. The VaR measure is based on a 99% confidence level, which is an estimate
of the maximum potential trading loss in 99 out of 100 days, which means that actual losses will
probably exceed VaR on only one day out of 100. The computerized VaR calculation model is
based on two years of historical data. Market risk management is discussed in more detail on
page 61 of the 2005 Annual Report.

The table below entitled “Trading Activities” illustrates the allocation of market risk by type of
risk: interest rate, foreign exchange, equity price and commaodity.

Trading Activities!”

(millions of dollars)

Global VaR by risk For the quarter ended For the quarter ended
category April 30, 2006 January 31, 2006

Period High Average Low Period High Average Low

end end

Interest rate (7.1) (8.2) (5.8) (3.6) 5.2) (7.2) (3.7) (1.8)
Foreign exchange (0.9) (2.2) (1.5) (0.6) {1.9) {2.8) (1.8) (0.6)
Equity (3.7) (6.7) (4.9) (3.7) (6.1) (6.2) (4.7) (3.0)
Commodity {1.4) (1.4) (0.9) (0.7) (1.6) (2.3) (1.2) (0.5)
Correlation effect® 6.5 9.5 6.0 3.2 5.7 8.3 5.6 1.8
Global VaR (6.6) (9.0 (7.1) (54) (9.1) (10.2) (5.8) 4.1)

'Y Amounts are presented on a pre-tax basis and represent one-day VaR.
2’ The correlation effect is the result of the diversification of types of risk.



Balance Sheet

As at April 30, 2006, the Bank had assets of $111.2 billion, up $3.6 billion versus $107.6 billion at the
end of fiscal 2005. Loans and acceptances were up $700 million. In addition, cash, deposits with
financial institutions, securities and securities purchased under reverse repurchase agreements
increased $3.4 billion. The table below presents the main porifolios.

Average monthly volumes . April October April
(millions of dollars) 2006 2005 2005
Loans and acceptances™
Residential mortgages . . 20,972 20,728 20,0583
Consumer loans . 9,049 8,283 7,354
Credit card receivables 1,716 1,707 1,646
SME loans 15,312 14,182 15,009
Corporate loans . 3.558 3,216 2,741
50,607 48,116 46,803
Deposits
Personal (balance) - 28,270 26,385 25,033
Off-balance sheet personal savings (balance) 68,636 63,262 60,239
Business 11,310 11,103 10,533

*including securitized assets

Residential mortgage loans rose steadily during the second quarter, with the average monthly
volume reaching $21.0 billion as against $20.1 billion in the second quarter of 2005. Consumer loans
climbed 23% to $9.0 billion, driven by volumes from secured lines of credit. The rise in credit card
receivables, which were up 4.3% over the previous year to total $1.7 billion as at April 30, 2006, was
attributable to increased consumer spending. Business loans continued to grow, with SME loans up
$300 million year over year, representing an average volume of $15.3 billion as at April 30, 2006.
Average volumes of corporate loans, for their part, rose $800 million to $3.6 billion.

Personal deposits stood at $28.3 billion as at April 30, 2006, up $3.2 billion or 12.9% from the
corresponding quarter of 2005, chiefly owing to deposits distributed by Altamira. Off-balance sheet
personal savings administered by the Bank as at April 30, 2006 totaled $68.6 billion, an increase of
$8.4 billion or 13.9% in a year. The rise was primarily attributable to savings administered by
brokerage subsidiaries, with the remainder divided between Prlvate Investment Management and
mutual funds.

Accounting policies and estimates

The interim consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (“GAAP”). The reader is referred to Note 1 and Note 2a to
the 2005 annual consolidated financial statements for more information on the significant accounting
palicies used to prepare the financial statements.

There have not been any changes to the Bank'’s significant accounting policies affecting the first half
of 2006.

Details of significant future changes in accounting standards are presented in Note 2 to the interim
consolidated financial statements.

The key assumptions and bases for estimates made by Management in accordance with GAAP and
their impact on amounts presented in the interim consolidated financial statements and notes remain
essentially unchanged from those described in the 2005 Annual Report.



Capital

Tier 1 and total capital ratios, according to the rules of the Bank for International Seftlements, stood
at 9.1% and 12.2%, respectively, as at April 30, 2006 versus 9.6% and 12.8% as at October 31,
2005, including the $500 million debenture issued on November 2, 2005. During the quarter, the
Bank repurchased 2.7 million common shares for a total of $168 million as part of its normal course
issuer bid. Under the program, the Bank intends to repurchase a maximum of 8,278,000 common
shares by January 22, 2007. ‘

In addition, risk-weighted assets rose $1.8 billion or 3.8% since the start of the fiscal year mainly
because of higher loan volumes.

Dividends

At its Meeting on May 25, 2008, the Board of Directors declared regular dividends on the various
classes and series of preferred shares as well as a 2 cents increase to 50 cents per common share,
payable on August 1, 2006 to shareholders of record on June 22, 2006.



Additional Financial Information

{unaudited}
{millions of dollars excapt per share smounts)

Total revenues
Net income

Eamings per share
Basic
Diluted

Dividends per common shzare

Return on common shareholders’ equity

Total assets

Impaired loans,net

Per common share
Book value
Stock trading range
High
Low

2008

2008

2004 2008 2004
Q2 [*]] Q4 Q3 S Qt Q4 Q3 Total Total
$ 949 § 979 § 931 $ 888 $ 900 $ 983 $ 892 $ 858 3 3703 § 3,545
$ 214§ 217 § 207 $ 207 $ 202 3 239 % 192 § 167 8 855 $ 725
1.29 1.28 122 .20 117 139 111 0.95 4.98 4.10
1.26 1.26 1.20 .18 115 137 1.09 0.94 4.90 4.05
0.48 048 0.44 044 042 0.42 0.38 0.38 1.72 1.42
20.4 19.8 % 184 % 196% « 189 % 236 % 197 % 172 % 207 % 188 %
$ 111,183 $ 105276 $ 107,588 $ 110593 § 99917 $ 91,702 $§ 88497 § 85481
111 113 117 114 119 14 1860 189
25.717 2572 25,39 2470 24.19 23.97 2287 230
65.60 £3.90 €147 58.24 §6.24 48.75 48.78 45.50
61.35 58.35 55.87 51.60 48.72 46.39 42.31 42.72




Caution regarding forward-looking statements

From time to time, National Bank of Canada makes written and oral forward-looking
statements, included in this quarterly report, in other filings with Canadian regulators or the
U.S. Securities and Exchange Commission, in reports to sharehoiders, in press releases and
in other communications. All such statements are made pursuant to the “safe harbour”
provisions of the United States Private Securities Litigation Reform Act of 1995. These
forward-looking statements include, among others, statements with respect to the economy,
market changes, the achievement of strategic objectives, certain risks as well as statements
with respect to our beliefs, plans, expectations, anticipations, estimates and intentions.
These forward-looking statements are typically identified by the words “"may,” “could,”
“should,” “would,” “suspect,” “outlook,” “believe,” “anticipate,” “estimate,” “expect,”
“intend,” “plan,” and words and expressions of similar import.

By their very nature, such forward-looking statements rehuire us to make assumptions and
involve inherent risks and uncertainties, both general and specific. There is significant risk
that express or implied projections contained in such statements will not materialize or will
not be accurate. A number of factors could cause actual future resuits, conditions, actions or
events to differ materially from the targets, expectations, estimates or intentions expressed
in the forward-looking statements. Such differences may be caused by factors, many of
which are beyond the Bank’s control, which include, but are not limited to, changes in
Canadian and/or globa! economic and financial conditions (particularly fluctuations in interest
rates, currencies and other financial instruments), liquidity, market trends, regulatory
developments and competition in geographic areas where the Bank operates, technological
changes, consolidation in the Canadian financial services 'sector, the possible impact on our
businesses of international conflicts and other developments including those relating to the
war on terrorism and the Bank’s anticipation of and succeéss in managing the risks implied by
the foregoing. ‘

The Bank cautions that the foregoing list of important factors is not exhaustive. Investors
and others who base themselves on the Bank's forward-looking statements should carefully
consider the above factors as well as the uncertainties they represent and the risk they
entail. The Bank therefore cautions readers not to place undue reliance on these forward-
looking statements. The Bank does not undertake to update any forward-looking

statements, whether written or oral, that may be made from time to time by or on behalf of
the Bank. ‘



Highlights
{unaudited)

Operating results

(millions of dollars)

Total revenues

Net income

Retum on common shareholders' equity

Par common share
Eamings - basic
Earnings - diluted
Dividends paid
Book value
Stock trading range

High

Low

Close

Financial position
(miliions of dolflars)

Total assets
Loans and acceptances
Deposits
Subordinated debentures and shareholders’ equity
Capital ratios - BIS
Tier 1
Total
Impaired loans, net of specific and general allowances
as a % of loans and acceptances
Assets under administration/management
Total personal savings
Interest coverage
Asset coverage

Other information

Number of employees

Number of branches in Canada
Number of banking machines

Quarter Six months
: of %
2008 2005 Change 2006 2005 Change
$949 $900 5 $1,928 $1,883 2
214 202 6 431 441 (2)
204 % 19.9 % 20.2 % 21.8 %
$1.29 $1.17 10 $2.57 $2.56 -
$1.26 $1.15 10 $2.52 $2.52 -
0.48 0.42 14 0.96 0.84 14
' 25.77 2419 7
65.60 55.24 65.80 55.24
61.35 48.72 58.35 46.39
62.34 52.41 62.34 52.41
April 30 October 31
2006 2005
$111,183 $107,598
51,099 50,360 1
70,118 61,977 13
6,171 5,699 8
91 % 96 %
12,2 % 128 %W
(197) (191)
0.4) % (0.4) %
228,946 221,132
96,906 89,647
14.38 1271
3.58 473
16,955 16,890 -
455 457 -
802 788 2

" Taking into account the issuance of $500 million of subordinated debentures on November 2, 2005.



National Bank: strong revenue and diluted EPS growth in the second quarter

of 2006

e & o

{millions of dollars)

Personal and Commercial
Wealth Management
Financial Markets

Other

Net income

Less: Reduction in general allowance for credit risk
Net gain on saie of shareholder management
activities included in Wealth Management
Gain on disposal of investments in South America

Net income excluding preceding items
Diluted earnings per share

Less: Reduction in general allowance for credit risk
Net gain on sale of shareholder management
activities included in Wealth Management
Gain on disposal of investments in South America

Diluted earnings per share excluding preceding items

Return on common shareholders’ equity

(millions of dollars)

Personal and Commercial
Wealth Management
Financial Markets

Other

Net income

Less: Reduction in general allowance for credit risk
Net gain on sale of shareholder management
activities included in Weaith Management
Gain on disposal of investments in South America

Net income excluding preceding items
Diluted earnings per share

Less: Reduction in general allowance for credit risk
Net gain on sale of shareholder management
activities included in Wealth Management
Gain on disposal of investments in South America

Diluted earnings per share excluding preceding items

Return on common shareholders’ equity

Revenues of $949 million, an increase of 5.4%
Diluted earnings per share of $1.26, up 10%
Return on common shareholders’ equity of 20.4%
Increase in the quarterly dividend of 4% to 50 cents per share

File No. 82-3764

For the quarter ended April 30

2006 2005
M 105
42 30

59 61

2 6

214 202
(11}

(5) -
209 191
$1.26 $1.15
- (0.07)
(0.03) -
$1.23 $1.08
20.4% 19.9%

For the six months ended April 30

2006 2005
225 217
80 56
141 137
(15) 31
431 441

- (1

(5) -

- (25)

426 405
$2.52 $2.52
- (0.07)
(0.03) -
- (0.15)
$2.49 $2.30
20.2% 21.8%

+6
+40

+6

+9

+10

+14

%
+4
+43
+3

-2

+5

+8




Montreal, May 25, 2006 — National Bank reported net income of $214 million for the second quarter
of fiscal 2006, an increase of $12 million over the same period in 2005. Diluted earnings per share
totaled $1.26, up 10% from $1.15 in the second quarter of 2005. Had it not been for the reduction in
the general allowance for credit risk in the second quarter of 2005 and the net gain on the sale of its
shareholder management activities in the second quarter of 20086, the increase would have been
14%.

Return on common shareholders’ equity was 20.4% in the second quarter of 2006 versus 19.9% for
the same quarter last year. The Board of Directors also approved an increase of 4% in the quarterly
dividend to 50 cents per share.

The quarter saw robust growth in revenues in both the Personal and Commercial and Wealth
Management segments as well as a slight decrease in operating expenses. These activities also
showed excellent profitability. “Over 8% of personal savun%qs on deposit with the six major Canadian
banks, be they securities, mutual funds or other vehicles'", are held at the Bank—a proportion far
exceeding our relative size in the Canadian market. This competntlve advantage is fully reflected in
our quarterly results and is a source of long-term profitability for our shareholders," stated

Réal Raymond, President and Chief Executive Officer.

The Bank posted net income of $431 million for the first six months of fiscal 2006 versus $441 million
for the same period in 2005. Diluted earnings per share for the first six months of 2006 stood at
$2.52, unchanged from the first half of 2005. Had it not been for the reduction in the general
allowance for credit risk, the gain on disposal of investments in South America and the net gain on
the sale of the shareholder management activities in the first half of 2005 and 20086, diluted earnings
per share would have increased 8%. Lastly, return on common shareholders’ equity was 20.2% in
the first half of 2006 compared to 21.8% for the same period last year.

) Source: Investor Economics Inc.

Results by Segment

In the second quarter of 2006, net income for Personal and Commercial totaled $111 million, up 6%
from $105 million for the same quarter the previous year. The segment recorded sustained growth in
total revenues due to insurance and foreign exchange activities and higher net interest income
resulting primarily from increased loan volumes. Operating expenses rose chiefly due to the higher
cast of salaries and staff benefits. The segment's contribution befare the provision for credit losses
and income taxes was $200 million for the quarter, 10% higher than in the corresponding period of
2005. This growth was partly offset by the increase in the provision for credit losses. In the first six
months of 2006, net income for the Personal and Commercial segment was $225 million, up 4%
over the $217 million recorded for the corresponding penod of 2005. Total revenues for the segment
grew 5.4% to $1,049 million.

Net income for Wealth Management totaled $42 miltion for the quarter, compared to $30 million for
the corresponding period of 2005, an increase of 40%. The gain on the sale of National Bank Trust’s
shareholder management activities during the quarter, less certain expenses, contributed $5 million
to the increase in quarterly net income. The segment’s total revenues rose 11% on the strength of
increased activity in almost all of its business units. A slight increase in operating expenses resulted
in a decrease in the efficiency ratio from 77.3% in the second quarter of 2005 to 71.7% this quarter.
In the first six months of 2006, net income for Wealth Management reached $80 million, 43% more
than for the same period of 2005. Total revenues for the segment grew 11% to $444 million in the
first half of 2006.



Financial Markets posted net income of $59 million in the second quarter of 20086, for a decrease of
$2 million versus the corresponding quarter of 2005. The segment’s revenues declined by $8 million
to $237 million. Lower financial market fees were partly offset by higher gains on securities and
trading revenues. The decrease in operating expenses therefore enabled the segment to
substantially maintain its profitability. In the first half of 2006, net income for the segment stood at
$141 million, $4 million more than for the same period of 2005. The improvement mainly reflects the
decline in operating expenses.

Credit Risk

For the second quarter of 2006, the Bank recorded $22 million in specific provisions for credit losses.
Excluding the $17 million reduction in the general allowance for credit risk in the corresponding
period of 2005, the increase in credit losses was $4 million this quarter. As at April 30, 2006, gross
impaired loans stood at $242 million versus $260 million at the end of fiscal 2005. This decline was
primarily due to the decrease in gross impaired real estate loans. As at April 30, 2006, allowances
for credit losses exceeded gross impaired loans by $197 million compared to $191 million as at
October 31, 2005.

Regulatory Capital

As at April 30, 2006, Tier 1 and total capital ratios stood at 9.1% and 12.2%, respectively, compared
to 9.6% and 12.8% as at October 31, 2005, taking into account the $500 million debenture issued on
November 2, 2005. During the quarter, the Bank repurchased 2.7 million common shares, at a total
cost of $168 million, as part of its normal course issuer bid. Under this program, the Bank is seeking
to repurchase a maximum of 8.3 million common shares by January 22, 2007.

Financial Objectives

‘ Results Results
Objectives 2nd quarter 1st six months

2006 2006
Growth in diluted earnings per share
excluding the reduction in the general ‘
allowance for credit risk and the gains 5% - 10% 14% 8%
on 'diis.posal of investments and
Return on common shareholders’
equity 16% - 18% 20.4% 20.2%
Tier 1 capital ratio More than 8.5% 9.1% 9.1%
Dividend payout ratio 35% - 45% 37% 37%




MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITIONS AND
OPERATING RESULTS

May 25, 2006 — The following text presents Management's discussion and analysis of the Bank’s
financial condition and operating results. This analysis was prepared in accordance with Multilateral
Instrument 51-102 respecting Continuous Disclosure Obligations of the Canadian Securities
Administrators and is based on the unaudited interim consolidated financial statements for the
second quarter and the first six months of 2006. Additional information about National Bank of
Canada, including the Annual Information Form, can be obtained from the SEDAR website at
www.sedar.com and the Bank's website at www.nbc.ca.

Analysis of Results

Consolidated Results

National Bank recorded net income of $214 million in the second quarter of fiscal 2006, up 6% from
the $202 million recorded for the corresponding periad of 2005. Excluding the reduction in the
general allowance for credit risk in the second quarter of 2005 and the net gain on the sale of the
shareholder management activities in the second quarter of 2006, the increase would have been
9%. The Bank's net income for the first six months of fiscal 2006 was $431 million, $10 million less
than for the year-earlier period. Excluding the reduction in the general allowance for credit risk, the
gain on the disposal of investments in South America and the net gain on the sale of the shareholder
management activities in the first half of 2005 and 2006, net income increased $21 million, or 5%,
year over year.

Diluted earnings per share amounted o $1.26 in the second quarter of 2008, up 10% from $1.15 for
the same period of 2005. Excluding the reduction in the general allowance for credit risk in the first
quarter of 2005 and the net gain on the sale of the shareholder management activities in the second
quarter of 2006, diluted earnings per share increased 14%. Diluted earnings per share in the first haif
of 2006 were $2.52, unchanged from the first half of 2005. Excluding the reduction in the general
allowance for credit risk, the gain on the disposal of investments in South America and the net gain
on the sale of the shareholder management activities, diluted'earnings per share grew 8% for the
first six months.

Total Revenues

At $949 million, the Bank's total revenues rose 5.4% in the second quarter of 2006, as against
$900 million in the second quarter of 2005. Personal and Commercial net interest income advanced
$14 million, or 4.5%, to $328 million for the quarter, owing to higher volumes of consumer and
business loans. While the spread on credit products narrowed from the second quarter of 2005 to
the second quarter of 2006, the effect was partly offset by the wider spread on deposits.

Trading revenues totaled $86 million for the second quarter of 2006, up $11 million, owing primarily
to commodity and currency trading. Gains on investment account securities climbed $11 million to
$28 million in the second quarter of 2006.

Revenues from mutual funds and trust services, particularly Private Investment Management,
climbed $14 million from the second quarter of 2005 to reach $83 miilion in the second quarter of
2006. Aside from these items, the increase in other income was attributable fo lending fees and
foreign exchange revenues, each of which rose $6 million. Securitization revenues, however, were
$39 million this quarter, as against $47 million in the second quarter of 2005. Financial market fees
amounted to $164 million in the second quarter of 2006, compared to $189 million in the year-earlier
period when institutional brokerage activities were significantly higher.

Total revenues in the first half of 2006 grew 2.4%, reaching $1,928 million versus $1,883 million in
the first half of 2005. Personal and Commercial net interest income advanced $28 mitlion, or 4.4%,
to $665 million. Trading revenues climbed $22 million to $179 miltion. Revenues from mutual funds
and trust services, including Private Investment Management, rose $30 million from the first half of
2005 to $164 million in the first six months of 2006.




Lending fees and foreign exchange revenues increased $10 million and $11 million, respectively,
while securitization revenues amounted to $79 million, compared to $95 million for the same period
in 2005. Financial market fees totaled $323 million in the first,six months of 2006, as against

$358 million in the first six months of 2005.

Operating Expenses ‘

In the second quarter of 2006, operating expenses were $623 million, down $1 million from the year-
earlier period. Salaries and staff benefits remained substantially the same for the comparison period.
At 57%, the ratio of salaries and staff benefits to operating expenses also remained stable. The
increase in regular salaries and pension plan costs during the second quarter of 2006 was offset by
the decrease in variable compensation.

In the first half of 2006, operating expenses climbed $30 mitlion to $1,267 million, owing to the
$13 million growth in salaries and staff benefits. Technology expenses were up $8 million to
$215 million, while other expenses, including professional fees, increased $9 million to $315 million.

income Taxes

Income taxes for the second quarter of 2006 totaled $82 million, representing an effective tax rate of
27.0%, compared to $66 million and an effective tax rate of 24.0% for the year-earlier period. For the
first half of 2006, income taxes amounted to $175 million, representing an effective tax rate of
28.1%, as against $173 million and an effective tax rate of 27.6% for the corresponding period of
2005. ;

Results by Segment
Personal and Commercial

Net income for the Personal and Commercial segment totaled $111 million for the second quarter of
2006, up 5.7% from the $105 million in net income earned in the corresponding quarter of 2005.
Total revenues for the segment climbed 5.5% to $520 million! At Personal Banking, total revenues
rose $21 million or 6.5% owing to growth of $3 billion in average asset volumes, attributable mainly
to consumer loans, but also to residential mortgages and credit card advances. The increase in
revenues stemming from higher foan volumes was partly offset by a narrowing of the spread on
these products. However, the spread on transaction deposits widened because of rising interest
rates. Insurance revenues jumped 31%, at an annualized rate. Total revenues for Commercial
Banking were up $6 million or 3.9% due to the increase in net interest income attributable to higher
volumes of loans and acceptances and growth in foreign exchange revenues. While the spread
narrowed slightly on Commercial Banking credit products, it widened on deposits. Operating
expenses for the Personal and Commercial segment were $320 million for the second quarter of
2006, as against $311 million for the year-earlier period, for an increase of 2.9%. As a result, the
efficiency ratio declined to 61.5% for the quarter from 63.1% for the second quarter of 2005. The
segment provision for credit losses was increased by $7 million to $33 million.

For the first six months of fiscal 2006, the Personal and Commercial segment posted net income of
$225 million, a 3.7% increase over the $217 million recorded for the same period of 2005. Total
revenues for the segment rose 5.4% to $1,049 million on growth of $39 million or 6.0% at Personal
Banking and $15 million or 4.4% at Commercial Banking. The efficiency ratio moved down to 61.6%
in the first half of 2006 from 62.0% for the same period a year earlier.

Wealth Management

Net income for the Wealth Management segment totaled $42 million for the second quarter of 2008,
compared to $30 million for the corresponding quarter of 2005, for an increase of 40%. The net gain
realized on the sale of National Bank Trust's shareholder management activities during the quarter
contributed $5 million to the increase in net income for the quarter. The segment’s total revenues
advanced 11% to $230 million for the second quarter of 2006, Almost all the business units in the
segment saw increased activity. Operating expenses were up.$5 million or 3% to $165 million for the
quarter. With revenue growth outstripping expense growth, the efficiency ratio was reduced from
77.3% in the second quarter of 2005 to 71.7% this quarter.



For the first half of fiscal 2008, net income for the Wealth Management segment amounted to $80
million versus $56 million for the same period in 2005, for an increase of 43%. Total revenues for the
segment rose by 11% to $444 million in the first six months of fiscal 2006. Operating expenses
edged up barely $9 million or 3% to $320 million for the six-month period.

Financial Markets

For the quarter ended April 30, 20086, the Financial Markets segment posted net income of $59
million, down $2 million from the year-earlier period. Segment revenues fell $8 million to $237
million. Lower financial market fees were offset by higher gains on securities and trading revenues.
Operating expenses for the quarter were $142 million, a decline of 5.3% from the $150 million
recorded in the corresponding quarter of 2005, primarily owing to variable compensation. The
provision for credit losses for the quarter stood at $1 million, compared to $2 million for the second
quarter of 2005. For the first half of fiscal 2006, the segment’s net income totaled $141 million, or $4
million more than the corresponding period of 2005.

Financial Market Revenues Q2 Q2
(taxable equivalent basis ) 2006 2005
(millions of dollars)

Trading revenues

Equity 57 57
Interest rate 14 13
Commaodity and foreign exchange 12 ‘ 5
83 | 75

Financial market fees 65 ‘ 88
Gains on securities 31 ‘ 14
Banking services 29 34
Other 29 1 34
Total 237 ‘ 245

) Taxable equivalent basis is a calculation method that consists in grossing up certain tax-exempt income by the
amount of income tax that otherwise would have been payable. The use of the taxable equivalent basis is not in
accordance with GAAP. Securities regulators require that companies caution readers that measures adjusted on a
basis other than GAAP do not have standardized meanings under GAAP and may not be comparable to similar
measures used by other companies. Please refer to Note 11 to the unaudited interim consolidated financial
statements for the impact of the taxable equivalent adjustment to segment results.

Other

The “Other” heading of segment results posted net income of $2 million for the second quarter of
2006, compared to $6 million for the same period a year earlier. For the first six months of 2006, the
“Other” heading recorded a loss of $15 million, as against a gain of $31 million for the corresponding
period of 2005. In the first half of 2005, the Bank recorded a $37 million pre-tax gain on the disposal
of investments and reversed the general allowance for credit risk by $17 million.

Cash Flows

Due to the nature of the Bank's business, most of its revenues and expenses are cash items.
Moreover, significant cash flow movement can be observed in certain activities, such as trading
activities, and could impact several assets and liabilities such as trading account securities,
securities sold short or securities sold under repurchase agreements,

For the second quarter of 2006, cash and cash equivalents were up $1.2 billion, compared to an
increase of $2.3 billion for the second quarter of 2005. As at April 30, 2006, cash and cash
equivalents totaled $9.6 billion versus $8.9 billion the previous year.




Operating activities required cash of $5.2 billion for the second quarter of 2006, mainly because of
the increase in trading account securities. For the correspondmg quarter of 2005, operating activities
required cash of $3.9 billion for the same reason.

Financing activities provided cash inflows of $5.2 billion, most of which was generated by higher
deposits, particularly purchased funds. For the second quarter of 2005, the $5.1 billion rise in
deposits and the $3.4 billion increase in obligations related to securities sold short accounted for
$8.0 billion in cash inflows from financing activities.

Finally, cash inflows from investing activities were $1.2 billion in the second quarter of 2006.
Investing activities in the corresponding quarter of 2005 required cash of $1.8 biilion due to the $1.9
billion increase in loans. w

Risk Management

Credit Risk

In the second quarter of 2006, the Bank recorded specific provisions for credit losses of $22 million,
an increase of $4 million over the second quarter of 2005. As at April 30, 2006, gross impaired loans
stood at $242 million compared to $260 million at the end of fiscal 2005. This decline was primarily
due to the decrease in gross impaired real estate loans. The ratio of gross impaired loans to total
adjusted capital and allowances was only 6.4%. As at April 30, 2006, allowances for credit losses
exceeded gross impaired loans by $197 million versus $191 million as at October 31, 2005.

Market Risk — Trading Activities

The Value-at-Risk (VaR) simulation model is one of the main tools used to manage market risk
in trading activities. The VaR measure is based on a 99% confidence level, which is an estimate
of the maximum potential trading loss in 99 out of 100 days, which means that actual losses will
probably exceed VaR on only one day out of 100. The computerized VaR calculation model is
based on two years of historical data. Market risk management is discussed in more detail on
page 61 of the 2005 Annual Report.

The table below entitled “Trading Activities” illustrates the allocation of market risk by type of
risk: interest rate, foreign exchange, equity price and commodity.

Trading Activities'”
(millions of dollars)

Global VaR by risk For the quarter ended ‘ For the quarter ended
category April 30, 2006 January 31, 2006

Period High Average Low Period High Average Low

end ‘ end

Interest rate (7.1) (8.2) (5.8) (3.6) (6.2) (7.2) (3.7) (1.8)
Foreign exchange (0.9) (2.2) (1.5) (08 (1 9) (2.8) (1.8) (0.6)
Equity (3.7) (6.7) {(4.9) (3.7) (6.1) (6.2) 4.7) (3.0)
Commodity (1.4) (1.4) (0.9) (0.7) (1.8) (2.3) (1.2) (0.5)
Correlation effect® 6.5 9.5 6.0 3.2 5.7 8.3 5.6 1.8
Global VaR (6.6) (9.0) (A))] (5.4) (9.1) {(10.2) (5.8) (4.1)

“’Amounts are presented on a pre-tax basis and represent one-day VaR.
2 The correlation effect is the result of the diversification of types of risk.




Balance Sheet

As at April 30, 2006, the Bank had assets of $111.2 billion, up $3.6 billion versus $107.6 billion at the
end of fiscal 2005. Loans and acceptances were up $700 million. In addition, cash, deposits with
financial institutions, securities and securities purchased under reverse repurchase agreements
increased $3.4 billion. The table below presents the main portfolios.

Average monthly volumes April October April
(millions of dollars) 2006 2005 2005
Loans and acceptances*
Residential mortgages 20,972 20,728 20,053
Consumer loans 9,049 8,283 7,354
Credit card receivables . 1,716 1,707 1,646
SME loans - 15,312 14,182 15,009
Corporate loans 3,558 3,216 2,741
50,607 48,116 46,803
Deposits
Personal (balance) 28,270 26,385 25,033
Off-balance sheet personal savings (balance) 68,636 63,262 60,239
Business 11,310 11,103 10,533

*including securitized assets

Residential mortgage loans rose steadily during the second quarter, with the average monthly
volume reaching $21.0 billion as against $20.1 billion in the second quarter of 2005. Consumer loans
climbed 23% to $9.0 billion, driven by volumes from secured lines of credit. The rise in credit card
receivables, which were up 4.3% over the previous year to total $1.7 billion as at April 30, 2006, was
attributable to increased consumer spending. Business loans continued to grow, with SME loans up
$300 million year over year, representing an average volume of $15.3 billion as at April 30, 2006.
Average volumes of corporate loans, for their part, rose $800 million to $3.6 billion.

Personal deposits stood at $28.3 billion as at April 30, 2006, up $3.2 billion or 12.9% from the
corresponding quarter of 2005, chiefly owing to deposits distributed by Altamira. Off-balance sheet
personal savings administered by the Bank as at April 30, 2006 totaled $68.6 billion, an increase of
$8.4 billion or 13.9% in a year. The rise was primarily attributable to savings administered by
brokerage subsidiaries, with the remainder divided between Private Investment Management and
mutual funds.

Accounting policies and estimates

The interim consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles (“GAAP”). The reader is referred to Note 1 and Note 2a to
the 2005 annual consolidated financial statements for more information on the significant accounting
policies used to prepare the financial statements.

There have not been any changes to the Bank’s significant a¢counting policies affecting the first half
of 2006.

Details of significant future changes in accounting standards are presented in Note 2 to the interim
consolidated financial statements.

The key assumptions and bases for estimates made by Management in accordance with GAAP and
their impact on amounts presented in the interim consolidated financial statements and notes remain
essentially unchanged from those described in the 2005 Annual Report.




Capital

Tier 1 and total capital ratios, according to the rules of the Bank for International Settlements, stood
at 9.1% and 12.2%, respectively, as at April 30, 2006 versus 9.6% and 12.8% as at October 31,
2005, inctuding the $500 million debenture issued on November 2, 2005. During the quarter, the
Bank repurchased 2.7 million common shares for a total of $168 million as part of its normal course
issuer bid. Under the program, the Bank intends to repurchase a maximum of 8,278,000 common
shares by January 22, 2007.

in addition, risk-weighted assets rose $1.8 billion or 3.8% smce the start of the fiscal year mainly
because of higher loan volumes.

Dividends

At its Meeting on May 25, 2006, the Board of Directors declared regular dividends on the various
classes and series of preferred shares as well as a 2 cents increase to 50 cents per common share,
payable on August 1, 2006 to shareholders of record on June 22, 2006.




Additional Financial information

{unaudited}
{milions of dollars axcapt par share emaunis)

Total revenues
Net income

Earnings per share
Basic
Diluted

Dividends per common share

Return on common shareholders' equity

Total assets

Impalred loans,net

Per common share
Book value
Stock trading range
High
Low

2006 2005 . 2004 2005 2004
Q2 Qt Q4 Q3 Q2 Qt Q4 Q3 Total Total
$ 949 § 979 § 9 $ 889 $ 300 $ 983 $ 892 § 858 % 3703 § 3,545
$ 214§ 217 8 207 $ 207 $ 202 & 239 § 192 § 167 8 855 § 725
129 128 1.22 1.20 147 1.39 111 0.95 4.98 4.10
128 1.26 1.20 1.18 1.15 1.37 1.09 0.94 4.90 4.05
0.48 0.48 0.44 0.44 ‘ 0.42 0.42 0.38 0.38 1.72 1.42
20.4 1899 % 184 % 19.6 %‘ 188 % 236 % 197 % 172 % 207 % 18.8 %
$ 111,183 § 105276 § 107598 § 110,593 $: 99917 § 91,703 § 88,497 § 85481
m 13 17 14 119 134 160 199
25.77 2572 2538 2470 24.19 2397 2287 22.30
65.60 63.90 61.47 58.21 55.24 49.75 4878 45.50
61.3§ 58.35 55.87 5160 4872 46.39 42.31 4272




Caution regarding forward-looking statements

From time to time, National Bank of Canada makes written and oral forward-looking
statements, included in this quarterly report, in other filings with Canadian regulators or the
U.S. Securities and Exchange Commission, in reports to shareholders, in press releases and
in other communications. All such statements are made pursuant to the “safe harbour”
provisions of the United States Private Securities Litigation Reform Act of 1995. These
forward-looking statements include, among others, statéments with respect to the economy,
market changes, the achievement of strategic objectives, certain risks as well as statements
with respect to our beliefs, plans, expectations, anticipations, estimates and intentions.
These forward-looking statements are typically identified by the words “may,” “could,”
“should,” “would,” “suspect,” “outlook,” "believe,” “anticipate,” “estimate,” “expect,”
“intend,” "plan,” and words and expressions of similar import.

By their very nature, such forward-looking statements require us to make assumptions and
involve inherent risks and uncertainties, both general and specific. There is significant risk
that express or implied projections contained in such statements will not materialize or will
not be accurate. A number of factors could cause actual future results, conditions, actions or
events to differ materially from the targets, expectations, estimates or intentions expressed
in the forward-looking statements. Such differences may be caused by factors, many of
which are beyond the Bank'’s control, which include, but are not limited to, changes in
Canadian and/or global economic and financial conditions (particularty fluctuations in interest
rates, currencies and other financial instruments), liquidity, market trends, regulatory
developments and competition in geographic areas where the Bank operates, technological
changes, consolidation in the Canadian financial services sector, the possible impact on our
businesses of international conflicts and other developments including those relating to the
war on terrorism and the Bank’s anticipation of and success in managing the risks implied by
the foregoing.

The Bank cautions that the foregoing list of important factors is not exhaustive. Investors
and others who base themselves on the Bank's forward-looking statements should carefully
consider the above factors as well as the uncertainties they represent and the risk they
entail. The Bank therefore cautions readers not to place undue reliance on these forward-
looking statements. The Bank does not undertake to update any forward-iooking
statements, whether written or oral, that may be made from time to time by or on behalf of
the Bank.




Highlights
{unaudited)

Operating results

(miltions of doffars)

Total revenues

Net income

Returmn on common shareholders’ equity

Per common share
Earnings - basic
Earnings - diluted
Dividends paid
Book value
Stock trading range

High

Low

Close

Financial position
{mitlions of doliars)

Total assets
Loans and acceptances
Deposits
Subordinated debentures and shareholders' equity
Capital ratios - BIS
Tier 1
Total
Impaired loans, net of specific and general allowances
as a % of loans and acceptances
Assets under administration/management
Total personal savings
Interest coverage
Asset coverage

Other information

Number of employees

Number of branches in Canada
Number of banking machines

Quarter Six months
% %
2006 2005 Change 2006 2005 Change
$949 $900 5 $1,928 $1,883 2
214 202 6 431 441 {2)
20.4 % 19.9 % 20.2 % 218 %
$1.29 $1.17 10 $2.57 $2.56 -
$1.26 $1.15 10 $2.52 $2.52 -
0.48 0.42 14 0.96 0.84 14
' 25.77 24,19 7
65.60 55.24 65.60 55.24
61.35 48.72 58.35 46.39
62.34 52,41 62.34 52.41
April 30 October 31
2006 2005
$111,183 $107.598 3
51,099 50,360 1
70,118 61,977 13
6,171 5,699 8
91 % 96 %
12,2 % 128 %
(197) (191)
0.4) % 0.4) %
. 228,946 221,132
96,906 89,647
14.38 12.71
3.58 4.73
16,955 16,890 -
455 457
802 788 2

o Taking into account the issuance of $500 million of subordinated debentures on November 2, 2005.




Consolidated Statement of Income

Quarter ended | Six months ended
(unaudited) April 30 January 31 April 30 April 30 April 30
(millions of dollars) 2006 2006 2005 2006 2005
Interest income and dividends
Loans 627 614 506 1,241 1,015
Securities 260 1204 182 464 361
Deposits with financial institutions 77 58 46 135 74
964 876 734 1,840 1,450
Interest expense
Deposits 447 1439 253 886 513
Subordinated debentures 22 24 28 46 54
Other 194 135 73 329 154
663 '598 354 1,261 721
Net interest income 301 278 380 579 729
Other income
Financial market fees 164 159 189 323 358
Deposit and payment service charges 52 150 49 102 98
Trading revenues 102 166 2 268 86
Gains on investment account securities, net 28 42 17 70 94
Card service revenues 14 14 17 28 32
Lending fees 63 . 62 57 125 115
Acceptances, letters of credit and guarantee 16 16 15 32 31
Securitization revenues 39 40 47 79 95
Foreign exchange revenues 24 23 18 47 36
Trust services and mutual funds 83 .81 69 164 134
Other 63 . 48 40 111 75
648 701 520 1,349 1,154
Total revenues 949 979 900 1,928 1,883
Provision for credit losses 22 - 17 1 39 18
927 962 899 1,889 1,865
Operating expenses
Salaries and staff benefits 358 379 357 737 724
Qccupancy a3 30 31 63 61
Technology 105 110 108 215 207
Communications 19 18 21 37 40
Professional fees 32 30 32 62 57
Other 76 L 77 75 153 148
623 1644 624 1,267 1,237
Income before income taxes and non-controlling '
interest 304 318 275 622 628
Income taxes 82 93 66 175 173
, 222 1225 209 447 455
Non-controlling interest 8 8 7 16 14
Net income 214 217 202 431 441
Dividends on preferred shares 5 . 6 7 11 13
Net income available to common shareholders 209 211 195 420 428
Number of common shares outstanding (thousands) '
Average - basic 162,598 164,903 167,327 163,770 167,513
Average - diluted 165,552 167,781 169,938 166,685 170,063
End of period 161,882 164,313 165,744 161,882 165,744
Net earnings per common share (dollars)
Basic 1.29 1.28 1.17 2.57 2.56
Diluted 1.26 1.26 1.15 2.52 252
Dividends per common share (dollars) 0.48 0.42 0.96 0.84

0.48




Consolidated Balance Sheet
(unaudited)

(millions of dollars)

ASSETS

Cash
Deposits with financial institutions

Securities
Investment account
Trading account

Securities purchased under reverse repurchase agreements

Loans

Residential mortgage
Personal and credit card
Business and government

Allowance for credit losses

Other

Customers' liability under acceptances

Fair value of trading derivative financial instruments
Premises and equipment

Goodwill

Intangible assets

Other assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Deposits
Personal
Business and government
Deposit-taking institutions

Other

Acceptances

Obligations related to securities sold short
Securities sold under repurchase agreements

Fair value of trading derivative financial instruments
Other liabilities

Subordinated debentures
Non-controlling interest

Shareholders’ equity

Preferred shares

Common shares

Contributed surplus

Unrealized foreign currency translation adjustments
Retained earnings

April 30  January 31  October 31 April 30
:2006 2006 2005 2005
226 250 227 208
9,467 9,234 10,087 9,089
7,671 7,129 6,716 6,815
28,839 22,943 26,336 24,347
36,510 30,072 33,052 31,162
|
7,549 7,980 7,023 6,843
14,889 15,348 15,677 15,446
10,687 10,124 9,796 8,689
22,285 22,749 22,096 19,896
47,861 48,221 47,569 44,031
{439) (454) (451) (485)
47,422 47,767 47,118 43,546
3,677 3,468 3,242 2,902
2,593 2,634 2,390 2,618
' 345 350 355 343
' 662 662 662 662
177 178 178 179
2,555 2,681 3,264 2,365
10,009 9,973 10,091 9,069

111,183 105,276 107,598 99,917
28,270 27,103 26,385 25,033
30,930 29,640 29,636 27,787
10,918 8,177 5,956 8,926
70,118 64,920 61,977 61,746
3,677 3,468 3,242 2,902
15,094 14,495 15,504 15,088
7,541 7,840 12,915 6,885
1,997 2,060 1,846 2,213
6,068 5,788 5,928 4,301
34,377 33,651 39,435 31,389
1,599 1,600 1,102 1,770

517 479 487 427
400 400 400 575
1,558 1,573 1,565 1,552
17 15 13 10

L {77) (49) (26) Q)
2,674 2,687 2,645 2,449
4,572 4,626 4,597 4,585
111,183 105,276 107,598 99,917




Consolidated Statement of Changes in Shareholders' Equity

(unaudited)
(millions of dollars)

Preferred shares at begining
Issuance of preferred shares, Series 16
Preferred shares at end

Common shares at beginning
Issuance of common shares
Dividend Reinvestment and Share Purchase plan
Stock Option Plan
Repurchase of common shares for cancellation (Note 8)
Impact of shares acquired or sold for trading purposes
Common shares at end

Contributed surplus at beginning
Stock option expense (Note 9)
Contributed surplus at end

Unrealized foreign currency translation adjustments at beginning
Gains (losses) on foreign exchange operations with a functional currency
other than the Canadian dollar, net of income taxes ‘

Unrealized foreign currency translation adjustments at end

Retained earnings at beginning
Net income
Impact of initial adoption of AcG-15 "Consolidation of Variable
Interest Entities"
Dividends
Preferred shares
Common shares
Premium paid on common shares repurchased for cancellation (Note 8)
Share issuance and other expenses, net of income taxes
Retained earnings at end

Shareholders' equity

Six months ended April 30

2006 2005
400 375

- 200
400 575
1,565 1,545
7 6

29 28
(43) (26)

- 1)
1,558 1,552
13 7

4 3

17 10
(26) (10)
(51) 9
(77) (N
2,645 2,287
431 441
. 6
(11) (13)
(158) (141)
(232) (123)
(1) 8)
2,674 2,449
4,572 4,585




Consolidated Statement of Cash Flows
(unaudited)
(millions of dollars)

Cash flows from operating actlvities
Net income
Adjustments for:
Provision for credit losses
Amortization of premises and equipment
Future income taxes
Translation adjustment on foreign currency subordinated debentures
Gains on sale of investment account securities, net
Gains on asset securitizations and other transfers of receivables, net
Stock option expense
Change in interest payable
Change in interest and dividends receivable
Change in income taxes payable
Change in net fair value amounts of trading derivative financial instruments
Change in trading account securities
Change in other items

Cash flows from financing activities

Change in deposits

Issuance of subordinated debentures

Issuance of common shares

issuance of preferred shares

Repurchase of common shares for cancellation
Dividends paid on common shares

Dividends paid on preferred shares

Change in obligations related to securities sotd short
Change in securities sold under repurchase agreements
Change in other items

Cash flows from investing activities

Change in deposits with financial institutions pledged as collateral
Change in loans

Proceeds from securitization of assets and other transfers of receivables
Maturity of securitized assets

Purchases of investment account securities

Sales of investment account securities

Change in securities purchased under reverse repurchase agreements
Consolidation of assets in accordance with AcG-15

Net acquisitions of premises and equipment

Increase in cash and cash equivalents
Cash and cash equivalents at beginning
Cash and cash equivalents at end

Cash and cash equivalents

Cash

Deposits with financial institutions
Less: Amount pledged as collateral

Supplementary information
Interest paid
Income taxes paid

Quarter eﬁded April 30

Six months ended April 30

2006 2005 2006 2005
214 202 431 441
22 1 39 18
16 15 32 30
- 1 4 (29}
1) 6 (3) 12
(28) (17 (70) (94)
(20) (30) (42) (55)

2 2 4 3
15 ) 98 12
“n (24) 54 (24)
20 (18) 68 28
(22) (112) (52) (56)

(5,896) (4,069) (2,503) (3,786)
445 173 690 (1,313)

(5,250) (3,874) (1,250) (4,813)

' 5,198 5,086 8,141 8,314
- - 500 350
11 15 36 33
- 200 - 200
(168) (149) (275) (149)
(80) (141) (153) (205)
(8) (6) (11) (12)
598 3,417 {410) 4,884
(299) (384) (5,374) (1,297)
(26) (9) (49) 5

. 5,230 8,029 2,405 12,123

1,005 66 3,940 61

(295) (1,943) {1,521} (3,335)
618 1,190 1,178 1,769
. (500) - (500)

(33,951) (6,701) (56,719) (11,992)

33,437 7,349 55,834 12,769
431 1,277) (526) (2,347)
- - - (132)
(1) (12) (22) (22)

© 1,234 (1,828) 2464  (3,729)

' 1,214 2,327 3,319 3,581

8,381 6,587 6,276 5,333

9,595 8,914 9,595 8,914
226 208 226 208

9,467 9,089 9,467 9,089
(98) (383) (98) (383)

" 9,595 8,914 9,595 8,914
648 358 1,163 709
42 85 75 136




Notes to the Consolidated Financial Statements
(unaudited) (millions of dollars)

These unaudited interim consolidated financial statements sheuld be read in conjunction with the
audited consolidated financial statements for the year ended October 31, 2005. Certain comparative
figures have been reclassified to comply with the presentation adopted in fiscal 2006.

1. Significant Accounting Policies

These unaudited interim consolidated financial statements of the Bank have been prepared in
accordance with Canadian generally accepted accounting principles (“GAAP”) and the accounting
policies described in the Bank’s most recent Annual Report for the year ended October 31, 2005.

2. Recent Accounting Standards Pending Adoption

Financial Instruments ~ Recognition and Measurement Hedges and Comprehensive
Income
In January 2005, the Canadian Institute of Chartered Accountants (CICA) issued three new
standards: “Financial Instruments — Recognition and Measurement,” “Hedges” and “Comprehensive
Income.” The main consequences of implementing these standards are described befow.

All financial assets and liabilities will be carried at fair value in.the Consolidated Balance Sheet,
except for items classified in the following categories, which will be carried at amortized cost: loans
and receivables, held-to-maturity securities and financial liabilities not held for trading. Realized and
unrealized gains and losses on financial assets and liabilities that are held for trading will be
recorded in the Consolidated Statement of Income. Unrealized gains and losses on financial assets
that are available for sale will be reported in Other comprehensive income until realized, at which
time they will be recorded in the Consolidated Statement of Income. All derivatives, including
embedded derivatives that must be accounted for separately, will be recorded at fair value in the
Consolidated Balance Sheet.

For fair value hedges, changes in the fair value of the derivatives and corresponding changes in fair
value of the hedged items attributed to the risk being hedged will be recognized in the Consolidated
Statement of Income. For cash flow hedges, the effective por'tlon of the changes in the fair values of
the derivative instruments will be recorded in Other comprehensive income until the hedged items
are recognized in the Consolidated Statement of Income.

Other comprehensive income, which comprises the above items as well as unrealized exchange
gains and losses on self-sustaining foreign operations (net of hedging activities), will be included as
a separate component of the Consolidated Statement of Changes in Shareholders’ Equity. A new
statement entitied “Statement of Comprehensive Income” will be added to the Bank’s consolidated
financial statements.

These new standards will apply to the Bank effective November 1, 2006. The impact of implementing
these new standards on the Bank’s consolidated financial statements cannot yet be determined as it
is dependent on the Bank's unsettled positions and hedging strategies and on market volatility at the
time of transition.




3. Transfers of Receivables

Securitization transactions

CMHC-guaranteed mortgage loans and credit card receivables
The Bank securitizes guaranteed residential mortgage loans through the creation of mortgage-
backed securities. The Bank also sells credit card receivables on a revolving basis to a trust. The
pre-tax gain or loss from securitization transactions, net of transaction fees, is recognized in the

Consolidated Statement of Income under “Securitization revenues.”

Securitization operations for the
quarter ended:

Net cash proceeds
Retained interests
Retained servicing liability

Receivables securitized and sold
Gain before income taxes, net of
transaction fees

Mortgage-backed securities created
and retained included in the item
“Securities — investment account”

Securitization operations for the six
months ended:

Net cash proceeds
Retained interests
Retained servicing liability

Receivables securitized and sold
Gain before income taxes, net of
transaction fees

Mortgage-backed securities created
and retained included in the item
"Securities — investment account”

January

31, 2006 April 30, 2005
Mortgage Mortgage Credit card
loans loans receivables
1 419 307 795
13 13 21
(2) 2) 4)
. 430 318 812
| 425 309 800
5 9 12
275 140 -
April 30, 2005
Mortgage  Credit card
loans receivables
799 795
37 21
(5) (4)
831 812
803 800
28 12
... 5531 140 -

The key assumptions used to measure the fair value of retainéd interests at the securitization date
for transactions carried out during the quarter ended April 30, 2006 were as follows:

Guaranteed mortgage loans — Key assumptions | 2006 -
Weighted average term (months) | 27.2% ‘
Prepayment rate ‘ 20.0% :
Excess spread, net of credit losses 1.2% .

Expected credit losses -
Discount rate . 4.0%,




Other transfers

The Bank sells insured and uninsured mortgage loans to a mutual fund administered by the Bank.
The pre-tax gain or loss is carried in the Consolidated Statement of Income under “Other income —
Other.” The following table summarizes the other transfers carried out by the Bank:

Quarter ended Six months ended
" Aprit 30, | January | April 30, [ April-30, - April 30,
a0 20065 31, 2006 | 2005 2006+ | 2005
Net cash proceeds b 144 88 | - 141 173
Insured and uninsured mortgage loans : 140 90 |-+ " 140 176
sold S
Gain (loss) before income taxes 1 (2) (3)
4. Loans and Impaired Loans
Impaired loans
Gross Specific
amount Gross  allowances Net
April 30, 2006
Residential mortgage 14,889 10 2 8
Personal and credit card 10,687 36 17 19
Business and government 22,285 196 112 84
47,861 242 131 111
General allowance { 308)
Impaired loans, net of specific and general allowances (197)
October 31, 2005
Residential mortgage 15,677 10 2 8
Personal and credit card 9,796 35 18 17
Business and government 22,096 215 123 92
47,569 260 143 117
General allowance " ( 308)
Impaired loans, net of specific and general allowances (191)

) The general allowance for credit risk was created taking into account the Bank's credit in its entirety.

5. Allowance for Credit Losses

The changes made to allowances are as follows:

Allowances at beginning
Provision for credit losses
Write-offs

Recoveries

Allowances at end

Allocated Unallocated Six months ended
Specific general general April 30 April 30
allowances allowance allowance 2006 2005
143 C 241 67 451 578
39 (6) 6 as 18
( 84) - - ( 84) (134)
33 Lo- - 33 23
131 . 235 73 439 485




6. Subordinated Debentures

On November 2, 2005, the Bank issued $500 million of subordinated debentures that mature in
2020. Interest at the annual rate of 4.70% is payable semi-annually on May 2 and November 2 of
each year.

7. Pension and Other Employee Future Benefits

Quarter ended Six months ended

“CApril!  January  April30 "Aprll 30! April 30
30 2006' 312006 | 2005 - 2006. 2005
Pension benefit expense 15 - 12 : 30} 25
Other employee future benefit 2 g 5
expense 3 el 2
8. Capital Stock
Shares outstanding and dividends i Shares Dividends
Number of per
shares $ $ share
First preferred shares ]
Series 15 8,000,000 200 6 0.3656
Series 16 8,000,000 200 5 0.3031
16,000,000 400 11
Common shares 161,881,773 1,558 158 0.4800
‘ 1,958 169

Repurchase of common shares
On January 23, 2006, the Bank commenced a normal course issuer bid to repurchase, for
cancellation, up to 8,278,000 common shares over a 12-month period ending no later than January
22, 2007. Repurchases are made on the open market at market prices through the facilities of the
Toronto Stock Exchange. Premiums paid above the average book value of the common shares are
charged to retained earnings. As at April 30, 2006, the Bank had repurchased 2,700,820 common
shares at a cost of $169 million, which reduced common share capital by $26 million and retained
earnings by $143 million.

On January 13, 2005, the Bank commenced a normal course issuer bid to repurchase, for
cancellation, up to 8,400,000 common shares over a 12-month period ended January 12, 2006.
Repurchases are made on the open market at market prices through the facilities of the Toronto
Stock Exchange Premiums paid above the average book value of the common shares are charged
to retained earnings. During the period ended April 30, 2006, the Bank repurchased 1,771,600
common shares at a cost of $106 million, which reduced common share capital by $17 million and
retained earnings by $89 million.




9. Stock-Based Compensation

Stock Option Plan
On December 7, 2005, the Bank awarded 943,200 stock options at an exercise price of $61.44 and
with an expiry date of December 6, 2015. The fair value of these options on the award date,
estimated using the Black-Scholes model, was $12.81. The following assumptions were used: i) a
risk-free interest rate of 4.18%, ii) an expected life of the options of 6 years, iii) an expected volatility
of 24%, and iv) an expected dividend yield of 5.00%.

As at April 30, 2006, a total of 5,574,542 stock options were outstanding.

Stock Appreciation Rights (SAR) Plan
In December 2005, the Bank awarded 5,400 SARs. As at April 30, 2006, a total of 322,075 SARs
were outstanding. ‘

Deferred Stock Unit (DSU) Plan for Officers
In December 2005, the Bank awarded 32,911 DSUs. As at April 30, 2006, a total of 124,934 DSUs
for officers were outstanding.

Restricted Stock Unit Plan (RSU)
In December 2005, the Bank awarded 41,073 RSUs. As at April 30, 20086, a total of 91,904 RSUs
were outstanding.

10. Subsequent Event

Subsequent to quarter-end, the Bank announced that NBC Capital Trust (the “Trust"), an open-end
trust established under the laws of Ontario, had filed a preliminary prospectus with the various
securities commissions across Canada relating to the offering of Trust Capital Securities — Series 1
("NBC Cap$S - Series 1"). The proceeds from the issue of NBC CapS — Series 1 will be used by the
Trust to purchase a senior deposit note from the Bank.

The Trust is a variable interest entity under CICA Accounting Guideline No. 15 “Consolidation of
Variable Interest Entities” (AcG-15). The Bank will not consolidate the Trust since the Bank is not
the primary beneficiary; therefore, the NBC CapS — Series 1 issued by the Trust will not be reported
on the Bank’s Consolidated Balance Sheet, but the senior deposit note will be reported in Liabilities -
Deposits. ‘

The Bank expects that the NBC CapS -Series 1 will qualify as innovative Tier 1 Capital of the Bank
for regulatory purposes. Subject to customary closing conditions, including the receipt of regulatory
approvals, this transaction is expected to close in the third quarter of 2006.




11. Segment Disclosures

Quarter ended April 30

Personal and Wealith Finanéia|
Commercial ianagement Markéts Other Total
2006 2005 2006 2005 2006 2005 2008 2005 2006 2005
Net interest income " 328 314 30 25 15 103 (72) (62) 301 380
Other income “’ 192 179 200 182 222 142 34 17 648 520
Total revenues 520 493 230 207 237 245 (38) (45) 949 900
Operating expenses 328 311 165 160 142 150 {4) 3 623 624
Contribution 200 182 65 47 95 95 (34) (48) 326 276
Provision for credit losses 33 26 - - 1 2 (12) {27) 22 1
Income betore income taxes and
non-controlling interest 167 156 65 47 94 93 {22) (21} 304 275
income taxes m 56 51 22 16 33 31 (29) (32) 82 66
Non-controlling interest - - 1 1 2 1 5 5 8 7
Net incoms (net loss) 11 105 42 30 59 61 2 6 214 202
Average assets 47,100 43,338 973 917 66,892 48,432 {9,577) (5,715) 105,388 86,972
Six months ended April 30
Personal and Weaith Financial
Commercial danagement Markets Other Total
2008 2005 2006 2005 2006 2005 2006 2005 2006 2005
Net interest income @ 665 837 59 48 1 161 (146) (17 579 729
Other income @ 384 358 385 351 513 356 67 89 1,349 1,154
Total revenues 1,048 ag5 444 399 5;14 517 (79) (28) 1,928 1.883
Operating expenses 646 617 320 311 293 304 8 5 1,267 1,237
Contribution 403 378 124 88 221 213 (87) (33) 661 646
Provision for credit losses 64 53 - - 2 4 (27 (39) 39 18
Income before income taxes and
non-controlling interest 339 326 124 88 219 209 {60) 6 622 628
Income taxes @ 14 108 # 30 74 71 (54) (36) 175 173
Non-controlling interest - - 3 2 4 1 9 11 16 14
Net income (net loss) 225 217 80 56 141 137 (15) 31 431 441
Average assets 46,657 42,852 944 886 65,619 46,332 (8,746) (5,557) 104,474 84,513

Personal and Commercial

The Personal and Commercial segment comprises the branch network, intenmediary services, credit cards, insurance, commercial banking services
and real estate. ‘

Wealth Management .

The Wealth Management segment comprises full-service retail brokerage, direct brokerage, mutual funds, trust services and portfolioc management.
Financial Markets

The Financial Markets segment encompasses corporate financing and lending, treasury operationé. including asset and liability management for the
Bank, and corporate brokerage. '

Other '

The Other heading comprises securitization operations, certain non-recurring items and the unaltocéted portion of

centralized services. :

(1) Taxable equivalent
The accounting palicies are the same as those described in the note on accounting policies {(Noté 1), with the exception of the net interest income,
other income and income taxes of the operating segments, which are presented on a taxable eqﬁivalent basis. Taxable equivalent basis is a calculation
method that consists in grossing up certain tax-exempt income by the amount of income tax that ‘otherwise would have been payable.For all of the
operating segments, net interest income was grossed up by $17 miliion (23 million in 2005) and other income by $13 million ($15 million
in 2005). An equal amount was added to income taxes. The impact of these adjustments is reversed under the "Other” heading.

(2) For the six months ended April 30, 2008, net interest income was grossed up by $36 million ($3§ million in 2005) and other income by $14 million
{$16 million in 2005). An equivalent amount was added to income taxes. The impact of these ingreases is reversed under the "Other” heading.




Information for Shareholders and Investors

Investor Relations

Financial analysts and investors who want to obtain financial information on
the Bank are asked to contact the Investor Relations Department.

600 De La Gauchetiére West, 7th Floor

Montreal, Quebec H3B 4L2

Telephone: (514) 394-0296

Fax: (514) 394-6196

E-mail: investorrelations@nbc.ca

Website: www.nbc.calinvestorrelations

Public Relations

600 De La Gauchetiére West, 10th Floor
Montreal, Quebec H3B 4L2

Telephone: (514) 394-8644

Fax: (514) 394-6258

Website: www.nbc.ca
General information: telnat@nbc.ca

Quarterly report publication dates for fiscal 2005-2006
Third quarter: August 31, 2006
Fourth quarter: November 30, 2006

DISCLOSURE OF 2nd QUARTER 2006 RESULTS

Conference Call

e A conference call for analysts and institutional investors will be held on May 25, 2006 at 1:00
p.m. EDT. ‘
Access by telephone is 1-866-898-9626 or (416) 340-2216
A recording of the conference call can be heard until Juné 1, 2006 by calling 1-800-408-3053 or
(416) 695-5800. The access code is 3185725#.

Webcast:
e The conference call will be webcast live at www.nbc.cal/investorrelations
o A recording of the webcast will also be available on the Internet after the call.

Financial Documents

s The quarterly financial statements are available at all times on National Bank's website at
www.nbc.cal/investorrelations.
The Report to Shareholders, supplementary financial information and a slide presentation will be
available on the Investor Relations page of National Bank’s website shortly before the start of the
conference call.

Transfer Agent and Registrar

For information about stock transfers, address changes, dividends, lost certificates, tax forms and
estate transfers, shareholders are requested to contact the Transfer Agent, Computershare Trust
Company of Canada, at the address or telephone numbers below.



Computershare Trust Company of Canada
Share Ownership Management

1100 University, 12th Floor

Montreai, Quebec H3B 2G7

Telephone: (514) 871-7171

1-800-341-1419

Fax: (514) 871-7442

E-mail: clientele@tbn.bnc.ca

Direct Deposit Service for Dividends

Shareholders may elect to have their dividend payments deposited directly via electronic funds
transfer to their bank account at any financial institution that is a member of the Canadian Payments
Association. To do so, they must send a written request to the Transfer Agent, Computershare Trust
Company of Canada.

Dividend Reinvestment and Share Purchase Plan

National Bank offers holders of its common shares a Dividend Reinvestment and Share Purchase
Plan through which they can invest in common shares of the Bank without paying a commission or
administration fee. Participants in the Plan may acquire shares by reinvesting cash dividends paid on
shares they hold or by making optional cash payments of at least $500 per payment, to a maximum
of $5,000 per quarter. For additional information, please contact the Registrar, Computershare Trust
Company of Canada, at 1-800-341-1419 or (514) 871-7171.
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About National Bank of Canada

National Bank of Canada is an integrafted group which provides comprehensive financial services to consumers, small
and medium-sized enterprises and large corporations in its core market, while offering specialized services to its
clients elsewhere in the world. National Bank offers a full array of banking services, including retail, corporate and
investment banking. It is an active player on international capital markets and, through its subsidiaries, is involved in
securities brokerage, insurance and wealth management as well as mutual fund and retirement plan management.
National Bank has more than $110 billion in assets and, together with its subsidiaries, employs 16,955 people. The
Bank’s securities are listed on the Toronto Stock Exchange (NA:TSX). For more information, visit the Bank’s website
at www.nbc.ca.

For more information:

Pierre Fitzgibbon Denis Dube Héléne Baril
Senior Vice-President, Director, Public Relations Director, Investor Relations
Finance, Technology and (514) 394-8644 : (514) 394-0296

Corporate Affairs
(514) 394-8610



A copy of this preliminary prospectus has been filed with the securities regulatory authorities in each of the provinces of Canada but has not yet become
final for the purpose of the sale of the securities. Information contained in this preliminary prospectus may not be complete and may have to be
amended. The securities may not be sold until a receipt for the prospectus is obtained from the securities regulatory authorities.

This prospectus constitutes a public offering of these securities only in those jurisdictions where they may be lawfully offered for sale and therein only by
persons permitted to sell such securities. No securities regulatory authority has expressed an opinion about these securities and it is an affence to claim
otherwise. The securities have not been and will not be registered under the United States Securities Act of 1933, as amended, and, subject to certain
exceptions, may not be offered, sold or delivered, directly or indirectly, in the United States of America or for the account or benefit of U.S. Persons.

PRELIMINARY PROSPECTUS
Initial Public Offering May 19,2006

BN NBC CAPITAL TRUST

(a trust established under the laws of Ontario)
Se
e Trust Capital Securities— Series 1
(NBC CapS™ — Series 1)

NBC Capital Trust (the “Trust”) is an open-end trust established under the laws of Ontario by Natcan Trust Company (the
“Trustee™) pursuant to a declaration of trust dated as of May 17, 2006, as amended and restated from time to time (the
“Declaration of Trust”). The Trust proposes to issue and sell to investors pursuant to this prospectus (the “Offering”)
transferable trust units called Trust Capital Securities—Series 1, or “NBC CapS — Series 17, each of which represents an
undivided beneficial ownership interest in the Trust Assets (as defined heréin), principally comprised of one senior deposit
note (the “Bank Deposit Note™) issued by Nationa! Bank of Canada (the “Bank™). The NBC CapS — Series 1 will constitute
the first series of the class of Trust Capital Securities (all Trust Capital Securities, including the NBC CapS — Series 1, the
“Trust Capital Securities™) issued by the Trust. The Trust will also issue securities called Special Trust Securities (the
“Special Trust Securities” and, collectively with the Trust Capital Securities, the “Trust Securities”) to the Bank. See
“Description of the Trust Securities”. The Trust is not a trust company and does not carry on business as a trust company and,
accordingly, the Trust is not registered under the trust company legislation of any jurisdiction.

The Trust will distribute its Net Distributable Funds (as defined herein) on the last day of June and December of each year
(each, a “Distribution Date”). On each Distribution Date that is a Regular Distribution Date (as defined herein), a holder of
Trust Capital Securities will be entitled to receive a non-cumulative fixed cash distribution (an “Indicated Yield”). On each
Regular Distribution Date from December 31, 2006 to and including June 30, 2016, the Indicated Yield per NBC CapS —
Series | will be $e, representing an annual yield of e % of the $1,000 initial issue price. The initial Indicated Yield payable on
December 31, 2006 in respect of the period from and including e, 2006 to but excluding December 31, 2006 will be $e per
NBC CapS — Series 1, based on an anticipated closing date of ¢, 2006 (the “Closing Date™). On each Regular Distribution
Date following June 30, 2016, the Indicated Yield per NBC CapS — Series | will be determined by multiplying $1,000 by
one-half of the sum of the Bankers’ Acceptance Rate (as defined herein) for the Distribution Period (as defined herein)
immediately preceding such Distribution Date plus ¢%. The Bank Deposit Note will bear interest at a fixed annual rate of
%, payable in equal semi-annual installments in arrears of $e for each $1,000 principal amount of the Bank Deposit Note, on
the last day of June and December of each year (each, a “Bank Deposit Note Interest Payment Date’”) commencing on
December 31, 2006 to and including June 30, 2016. The initial interest payment payable on December 31, 2006 on the Bank
Deposit Note in respect of the period from the Closing Date to, but excluding, December 31, 2006 will be $ for each $1,000
principal amount of the Bank Deposit Note assuming a Closing Date of . Following June 30, 2016, the Bank Deposit Note
will bear interest at a fixed annual rate equal to the Banker’s Acceptance Rate for the Distribution Period immediately
preceding the relevant Bank Deposit Note Interest Payment Date plus ¢ %. Each Distribution Date will be either a Regular
Distribution Date or a Distribution Diversion Date. A Distribution Date will be a Regular Distribution Date if the Bank has
declared Dividends as described under “Description of the Trust Securities—Trust Capital Securities—Indicated Yield”. On
a Regular Distribution Date, the Trust will pay the Indicated Yield on the NBC CapS — Series 1 and the holder of the
Special Trust Securities will be entitled to receive the Net Distributable Funds, if any, of the Trust remaining after payment of
the Indicated Yield. A Distribution Date will be a Distribution Diversion Date if the Bank has not declared Dividends on the
basis described in this prospectus. In that case, although the Bank Deposit Note will pay interest to the Trust on the Bank



Deposit Note Interest Payment Date, the Trust will not pay the Indicated Yield on the NBC CapS — Series 1; instead, it will
pay the Net Distributable Funds, if any, as at such Distribution Diversion Date to the holder of the Special Trust Securities.

Price: $1,000 per NBC CapS - Series 1

Price to the Underwriters’ Net Proceeds
Public Fee to the Trust”
Per NBC Cap$ - Series 1. $1,000 $10 $950
TOAL ....cvvirerererresersesseseensereanones Se Je $e
Note:

(1) The Offering expenses of the Trust, estimated at $, will be paid by the Trust from funds borrowed under the Credit Facility. See “The Trust —
Liquidity™.

™

Trademarks of the Bank used under license by the Trust.

On June 30,2011 and on any Distribution Date thereafter, the Trust; at its option, and with the prior approval
(“Superintendent Approval”) of the Superintendent of Financial Institutions (Canada) (the “Superintendent”), may redeem
the outstanding NBC CapS — Series 1, in whole or in part, without the consent of the holders, for an amount in cash per
NBC Cap$S — Series 1 equal to the Early Redemption Price (as defined herein), if the NBC CapS - Series 1 are redeemed
prior to June 30, 2016 and the Redemption Price (as defined herein), if the NBC CapS — Series | are redeemed on or after
June 30, 2016. See “Description of the Trust Securities—Trust Capital Securities—Trust Redemption Right”.

Upon the occurrence of a Regulatory Event (as defined herein) or a Tax Event (as defined herein) (each, a “Special Event™),
the Trust, at its option, and with Superintendent Approval, may redeem all but not less than all of the NBC CapS — Series 1,
without the consent of the holders, for an amount in cash per NBC CapS — Series 1 equal to the Early Redemption Price, if
the NBC CapS — Series 1 are redeemed prior to June 30, 2016, and the Redemption Price, if the NBC CapS — Series 1 are
redeemed on or after June 30, 2016. See “Description of the Trust Securities—Trust Capital Securities—Trust Special Event
Redemption Right”.

Holders of NBC CapS — Series I will have the right at any time to exchange all or part of their NBC CapS — Series 1 for
newly issued non-cumulative, perpetual First Preferred Shares, Series 17 of the Bank (“Bank Preferred Shares Series 177).
See “Description of the Trust Securities—Trust Capital Securities—Holder Exchange Right”, and ‘“Description of Share
Capital of the Bank—Certain Provisions of the Bank Preferred Shares Series 17 and 18”,

If a Loss Absorption Event (as defined herein) were to occur, all of the then outstanding NBC CapS — Series 1 will be
automatically exchanged, without the consent of the holders, for newly issued non-cumulative, perpetual First Preferred
Shares, Series 18 of the Bank (“Bank Preferred Shares Series 187). See “Description of the Trust Securities—Trust Capital
Securities—Automatic Exchange”, and “Description of Share Capital of the Bank—Certain Provisions of the Bank Preferred
Shares Series 17 and 18”.

On and after o, 2011, the NBC CapS — Series 1 may be purchased at any time, in whole or in part, by the Trust, at the
direction of the holder of the Special Trust Securities. The purchases may be made in the open market or by tender or private
contract at any price. Any such purchases will require Superintendent Approval. NBC CapS — Series 1 purchased by the
Trust will be cancelled and will not be reissued.

An investment in NBC CapS — Series 1 could be replaced in certain circumstances, without the consent of the holder,
by an investment in the Bank Preferred Shares Series 18. Investors should therefore carefully consider the disclosure
with respect to the Bank included and incorporated by reference in this prospectus. An investment in NBC CapS —
Series 1 is subject to certain risks. See “Risk Factors”. The Trus¢ is a newly-formed entity and, accordingly, it is not
possible to determine earnings coverages with respect to the NBC CapS — Series 1.

It is not expected that NBC CapS — Series 1 will be listed on any stock exchange. There is no market through which
these securities may be sold and purchasers may not be able to resell securities purchased under this prospectus.
Pursuant to the Share Exchange Agreement (as defined herein), the Bank will undertake to list on The Toronto Stock
Exchange (the “TSX”) any Bank Preferred Shares Series 17 or Bank Preferred Shares Series 18 issued upon the
exercise of the Holder Exchange Right or the occurrence of an Automatic Exchange, as applicable.




The Trust is expected to be a registered investment for purposes of the Income Tax Act (Canada) (the “Tax Act”). So
long as the Trust is a registered investment under the Tax Act, NBC CapS — Series 1 will be qualified investments,
for Deferred Income Plans (as defined herein). See “Eligibility for Investment”.

The Underwriters, as principals, conditionally offer the NBC CapS — Series 1 as described under “Plan of Distribution” and
subject to prior sale if, as and when issued by the Trust and accepted by the Underwriters in accordance with the conditions
contained in the Underwriting Agreement referred to under “Plan of Distribution™ and subject to the approval of certain legal
matters on behalf of the Trust and the Bank by McCarthy Tétrault LLP and on behalf of the Underwriters by Osler, Hoskin &
Harcourt LLP. National Bank Financial Inc. is an indirect wholly-owned subsidiary of the Bank. Each of the Trust and
the Bank is a related issuer of National Bank Financial Inc. under applicable securities legislation by virtue of the
Bank’s interest in the Trust and National Bank Financial Inc. See “Plan of Distribution”. This prospectus also qualifies
for distribution of the Holder Exchange Right and the Automatic Exchange (collectively, the “Exchange Provisions”), the
Subscription Right and the Deposit Note Conversion Right.

Subscriptions for the NBC CapS — Series 1 will be received by the Underwriters subject to rejection or allotment in whole
or in part and the right is reserved to close the subscription books at any time without notice. It is expected that the Closing
Date will be », 2006 or such later date as the Trust and the Underwriters may agree, but in any event not later than e , 2006.
The NBC CapS — Series 1 will be issued in “book-entry only” form and, accordingly, physical certificates representing NBC
CapS — Series 1 will not be available except in limited circumstances. See “Description of the Trust Securities—Trust
Capital Securities—Book-Entry Only Form”. Persons participating in this Offering may engage in transactions that stabilize,

maintain or otherwise affect the price of the NBC CapS — Series 1. For a description of those activities, see “Plan of
Distribution”.
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CAUTION REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements contained or incorporated by reference i this prospectus, including those relating to the
Bank’s strategies and other statements that are predictive in nature, that depend upon or refer to future events or conditions,
or that include words such as “expects”, “antlcxpates” “intends”, “plans”, “believes”, “estimates” or similar expressions, are
forward-looking statements within the meaning of securities laws. Forward-looking statements include, without limitation,
the information conceming possible or assumed future results of operations of the Bank. These statements are not historical
facts but instead represent only the Bank’s expectations, estimates and projections regarding future events.

By their very nature, forward looking statements involve inherent risks and uncertainties, both general and specific,
and risks exist that predictions, forecasts, projections and other forward looking statements will be not achieved. Readers are
cautioned not to place undue reliance on these statements as a number of important factors could cause results to differ
materially from the beliefs, plans, objectives, expectations, anticipations, estimates and intentions expressed in such forward-
looking statements, Factors that could cause actual results to differ materially from expectations include, but are not limited
to: the strength of the Canadian economy in general and the strength of the local economies within Canada in which the Bank
conducts operations; the strength of the economies of other nations in which the Bank conducts significant operations; the
effects of changes in monetary and fiscal policy, including changes in interest rate policies of the Bank of Canada and the
Board of Governors of the Federal Reserve System in the United States; changes in trade policy; the effects of competition in
the markets in which the Bank operates; inflation; capital market and currency market fluctuations; the timely development
and introduction of new products and services in respective markets; the: impact of changes in the laws and regulations
regulating financial services (including banking, insurance and securities); changes in tax laws; technological changes:
unexpected judicial or regulatory proceedings; unexpected changes in consumer spending and saving habits; the possible
impact on the Bank's businesses of international conflicts and other developments including those relating to the war or
terrorism; and the Bank's anticipation of and success in managing the risks implied by the foregoing. See “Risk Factors”. The
foregoing list of important factors is not exhaustive. When relying on the Bank’s and the Trust's forward-looking statements
to make decisions, investors and others should carefully consider the foregoing factors and other uncertainties and potentials
events. The Bank and the Trust do not undertake to update any forward- lookmg statement, whether written or oral, that may
be made from time to time by or on behalf of the Bank or the Trust.
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ELIGIBILITY FOR INVESTMENT

Based on certain factual information provided by the Trust and the Underwriters to counsel, at the time of closing,
the Trust will qualify as a registered investment for purposes of the Tax Act effective from such time. In the opinion of
McCarthy Tétrault LLP, on behalf of the Bank and the Trust, and Osler Hoskin & Harcourt LLP, on behalf of the
Underwriters, so long as the Trust is a registered investment under the Tax Act during the calendar year in which the NBC
CapS — Series 1 are held or during the immediately preceding calendar year, the NBC CapS — Series 1 will be qualified
investments under the Tax Act for trusts governed by registered retirement savings plans, registered retirement income funds,
deferred profit sharing plans and registered education savings plans (each, a “Deferred Income Plan”).

THE NBC CAPS — SERIES 1, WHILE EXCHANGEABLE FOR OR INTO THE BANK PREFERRED
SHARES SERIES 17 AND THE BANK PREFERRED SHARES SERIES 18, AS THE CASE MAY BE, DO NOT
REPRESENT OBLIGATIONS OF OR INTERESTS IN, AND ARE NOT GUARANTEED OR INSURED BY, THE
BANK OR NATCAN TRUST COMPANY OR ANY OF THEIR RESPECTIVE AGENTS OR AFFILIATES. THE
NBC CAPS—SERIES 1 ARE NOT INSURED OR GUARANTEED BY THE CANADA DEPOSIT INSURANCE
CORPORATION OR ANY OTHER GOVYERNMENTAL AGENCY OR INSTRUMENTALITY.

DOCUMENTS INCORPORATED BY REFERENCE

Information has been incorporated by reference in this prospectus from documents filed with securities
commissions or similar authorities in Canada. Copies of the documents incorporated herein by reference may be obtained
on request without charge from the Corporate Secretary, National Bank of Canada, National Bank Tower, 600 de
La Gauchetiére Street West, 4" Floor, Montréal, Québec H3B 4L2, telephone (514) 394-6081 and are also available
electronically at www.sedar.com. For the purpose of the Province of Québec, this prospectus contains information to be
completed by consulting the permanent information record. A copy of the permanent information record may be obtained
from the Corporate Secretary of the Bank at the above-mentioned address and telephone number and is also available
electronically at www .sedar.com.

The following documents have been filed by the Bank with the Superintendent and the various securities
commissions or similar authorities in Canada and are specifically incorporated by reference into, and form an integral part of,
this prospectus:

(a) the Annual Information Form dated January 18, 2006;

(b) the Audited Consolidated Financial Statements for the fiscal year ended October 31, 2005, which include
comparative consolidated financial statements for the fiscal year ended October 31, 2004, together with the
Auditors’ report thereon and the Management’s Discussion and Analysis of the financial conditions and results of
operations as contained in the Bank’s Annual Report for the year ended October 31, 2005,

(¢) the Management Proxy Circular dated January 18, 2006 in connection with the Bank’s annual meeting of
shareholders held on March 8, 2006;

(d) the First Quarterly Report to shareholders of the Bank for the quarter ended January 31, 2006, which includes
unaudited interim consolidated financial statements for the quarters ended January 31, 2006 and 2005 (the “2006
First Quarter Report™); and

(e) the Management’s Discussion and Analysis of the financial conditions and results of operations contained in the
2006 First Quarter Report at pages 4 to 8.

Any documents of the type referred to in the preceding paragraph and any unaudited interim financial
statements for three, six or nine month financial periods, any information circulars, any material change reports
(excluding confidential material change reports), any business acquisition reports and any other disclosure document
filed by the Bank or the Trust with a securities regulatory authority in Canada, after the date of this prospectus and
prior to the completion or withdrawal of this offering, will be deemed to be incorporated by reference into this
prospectus.

Any statement contained in a document incorporated or deemed to be incorporated by reference in this prospectus or
contained in this prospectus is deemed to be modified or superseded, for purposes of this prospectus, to the extent that
a statement contained in this prospectus or in any other subsequently filed document which also is or is deemed to be
incorporated by reference in this prospectus modifies or supersedes such statement. The modifying or superseding
statement need not state that it has modified or superseded a prior statement or include any other information set
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forth in the document that it modifies or supersedes. The making of a modifying or superseding statement shall not be
deemed an admission for any purposes that the modified or superseded statement, when made, constituted a
misrepresentation, an untrue statement of a material fact or an omission to state a material fact that is required to be
stated or that is necessary to make a statement not misleading in light of the circumstances in which it was made. Any

statement so modified or superseded shall not be deemed, except as so modified or superseded, to constitute a part of
this prospectus.




SUMMARY

The following summary information should be read in conjunction with the full text of this prospectus and is
qualified in its entirety by the more detailed information appearing elsewhere or incorporated by reference in this

prospectus.

Issuer:

Offering:

Amount of Offering:

Price:

Ratings:

Use of Proceeds:

Bank Deposit Note:

Indicated Yield:

THE OFFERING

NBC Capital Trust, an open-end trust established under the laws of the Province of Ontario
pursuant to the Declaration of Trust.

¢ Trust Capital Securities — Series 1, being a senes of a class of units of the Trust (each unit, a
“NBC CapS — Series 17).

Se
$1,000 per NBC CapS — Series 1.

The NBC CapS — Series | are provisionally rated “A (low)” yn with a stable trend by
Dominion Bond Rating Service Limited (“DBRS™), “P-2 (High)” Canadian national scale and
“BBB+” global scale by Standard & Poor’s, a division of The McGraw-Hill Companies, Inc.
(“S&P”) and “A3” by Moody’s Investors Service, Inc. (“Moody’s™). A security rating is not a
recommendation to buy, sell or hold securities and may be subject to revision or withdrawal at
any time by the assigning rating organization.

The gross proceeds from the Offering of approximately $o will be used by the Trust to acquire
the Bank Deposit Note (as defined below) from the Bank. The Bank, in tumn, intends to use the
proceeds from the issue of the Bank Deposit Note for general corporate purposes. The Bank
expects that the proceeds from the sale of the NBC CapS — Series 1 will be included in the
Tier 1 Capital of the Bank (assuming the Superintendent approves the inclusion of NBC Cap$
—- Series 1 as Tier 1 Capital of the Bank). See “Use of Proceeds”.

The Bank Deposit Note will bear interest at a fixed annual rate of ¢ %, payable in equal semi-
annual installments in arrears of $e per $!1 000 principal amount of the Bank Deposit Note on
each Bank Deposit Note Interest Payment‘ Date commencing December 31,2006 to and
including June 30, 2016. Following June 30, 2016, the Bank Deposit Note will bear interest at a
fixed annual rate equal to the Bankers’ Acceptance Rate in effect during the Distribution Period
immediately preceding the relevant Bank Deposit Note Interest Payment Date plus e%.
“Bankers’ Acceptance Rate” means for any Distribution Period or other period, the average bid
rate of interest (expressed as an annual percentage rate) rounded down to the nearest one
hundred - thousandth of 1% (with 0.000005% being rounded up) for Canadian Dollar bankers’
acceptances with maturities of six months which appears on the Reuters Screen CDOR Page as
of 10:00 a.m. (Eastern standard time) on the first Business Day of such period, provided that if
such rate does not appear on the Reuters Screen CDOR Page on such day, the Bankers’
Acceptance Rate for such period will be the average of the bid rates of interest (expressed and
rounded as set forth above) for Canadian dollar bankers® acceptances with maturities of six
months for same day settlement as quoted by such of the Schedule I Canadian chartered banks
as may quote such a rate as of 10:00 a.m. (Eastem standard time) on the first Business Day of
such period. The initial interest payment due on December 31, 2006 will be $e per $1,000
principal amount of the Bank Deposit Note, assuming a Closing Date of ». The Bank Deposit
Note will have a maturity date of June 30, 2056. In addition to the Bank Deposit Note, the Trust
may acquire other Eligible Investments (as defined below). See “Description of the Bank
Deposit Note”. The proceeds from the subscription by the Bank for Special Trust Securities of
$1,000,000, pursuant to an agreement between the Bank and the Trust (the “Subscription
Agreement”) will be used by the Trust to pay'its expenses of the Offering and any excess funds
may be used to acquire a deposit note from the Bank (the “Funding Note™). To the extent that
there is a funding shortfall, the Trust will borrow the necessary amount from the Bank under
the Credit Facility. See “The Trust — Liquidity”.

Each NBC CapS — Series 1 entitles the holder to receive the Indicated Yield of: (i) $o on each
Regular Distribution Date commencing December 31,2006 to and including June 30, 2016,
representing an annual yield of ¢% and (i) on each Regular Distribution Date following
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Voting Rights:

Trust Redemption Right:

June 30, 2016, an amount equal to the result obta'med by multiplying $1,000 by one-half of the
sum of the Bankers’ Acceptance Rate in effect during the Distribution Period immediately
preceding such Distribution Date plus ¢ %. The initial Indicated Yield payable on December 31,
2006 will be $e per NBC CapS — Series 1, assuming a Closing Date of ¢, 2006. A Distribution
Date will be a “Regular Distribution Date” unless the Bank fails to declare regular dividends on
(i) any series of preferred shares of the Bank (collectively, the “Bank Preferred Shares™), or (ii)
if no Bank Preferred Shares are then outstanding, Common Shares of the Bank (the “Bank
Common Shares™) (in each case, “Dividends™) in the “Dividend Reference Period” (each such
failure being a “Distribution Diversion Event”). The Dividend Reference Period in respect of
any Distribution Date is the 90 day period pregeding the Distribution Period ending on the day
immediately preceding such Distribution Date. The periods commencing on and including the
Closing Date to but excluding December 31, 2006 and thereafter from and including each
Distribution Date to but excluding the next Distribution Date are referred to as “Distribution
Periods”.

Whether or not the Indicated Yield on the NBC CapS — Series 1 will be payable by the Trust
on any Distribution Date will be determined prior to the commencement of the Distribution
Period ending on the day immediately preceding that Distribution Date. On each Regular
Distribution Date, the Trust will pay the Indicated Yield to the holders of NBC CapS —
Series | and the holder of the Special Trust Securities will be entitled to receive the Net
Distributable Funds, if any, of the Trust remaining after payment of the Indicated Yield.

If a Distribution Diversion Event occurs, the Distribution Date occurring on the day
immediately following the end of the first Distribution Period following the Distribution
Diversion Event will be a Distribution Diversion Date. In that case, although the Bank will pay
interest to the Trust on the Bank Deposit Note Interest Payment Date, the Trust will not pay the
Indicated Yield on the NBC CapS — Series 1 on the Distribution Diversion Date; instead, it
will distribute the Net Distributable Funds of the Trust, if any, as at such Distribution Diversion
Date to the holder of the Special Trust Securities. See “Description of the Trust Securities —
Trust Capital Securities — Indicated Yield”.

“Net Distributable Funds” means, at any time, the amount by which the sum of (i) income and
gains derived by the Trust from the Trust Assets and (ii) amounts received by the Trust from
the Bank that are designated by the Bank as such, in each case that have not previously been
distributed to holders of Trust Capital Securities or the holder of the Special Trust Securities,
exceeds expenses of the Trust and any required liability for expenses established by the Trust.

A holder of NBC CapS — Series 1 will only be entitled to receive the Indicated Yield for a
Distribution Period if the Bank has declared Dividends in the corresponding Dividend
Reference Period.

The NBC CapS — Series 1 are non-voting except in limited circumstances. See “Description of
the Trust Securities — Trust Capital Securities — Voting Rights™.

On June 30,2011 and on any Distribution Date thereafter, the Trust, at its option, and with
Superintendent Approval, and on not less than 30 nor more than 60 days’ prior written notice,
may redeem the outstanding NBC CapS — Series 1 in whole or in part, without the consent of
the holders, for an amount in cash per NBC CapS — Series 1 equal to (i) the greater of (A)
$1,000 per NBC CapS — Series 1, together with any Unpaid Indicated Yield to the date of
redemption (the “Redemption Date”) stated in the notice (the “Redemption Price™), and (B) the
NBC CapS — Series 1 Canada Yield Price (the greater of (A) and (B) being the “Early
Redemption Price”), if the NBC CapS — Series 1 are redeemed prior to June 30, 2016, and (ii)
the Redemption Price, if the NBC CapS — Series 1 are redeemed on or after June 30, 2016 (the
“Trust Redemption Right”). See “Description of the Trust Securities — Trust Capital Securities
— Trust Redemption Right”.

“NBC. CapS — Series | Canada Yield Price” means a price per NBC CapS — Series 1
calculated to provide an annual yield thereon to June 30,2016 equal to the Government of
Canada Yield plus %, determined on the Business Day immediately preceding the date on
which the Trust has given notice of the redemption of the NBC CapS — Series 1 (whether
pursuant to the Trust Redemption Right or the Trust Special Event Redemption Right) or the
Business Day immediately preceding the date of the termination of the Trust, as the case may
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Trust Special Event
Redemption Right:

Holder Exchange Right:

be, plus the Unpaid Indicated Yield. For this purpose, it is assumed that the Indicated Yield will
be paid on each Distribution Date to and including June 30, 2016.

“Government of Canada Yield” means, on any date, the average of the yields determined by
any two registered Canadian investment dealers selected by the Bank as being the annual yield
to maturity on such date, compounded semi-annually, which a non-callable Government of
Canada bond would carry if issued in Canadian dollars in Canada at 100% of its principal
amount on the date of redemption or termination, as the case may be, with a maturity date of
June 30, 2016.

“Business Day” means a day on which the Trustee is open for business in Montréal, Québec
other than a Saturday, Sunday or statutory or civic holiday in Montréal, Québec.

“Unpaid Indicated Yield” means in respect of each outstanding series of Trust Capital
Securities, at any time, an amount per Trust Capital Securities of that series equal to the sum of
the Accumulated Unpaid Indicated Yield and the Current Indicated Yield.

“Accumulated Unpaid Indicated Yield” means in respect of cach outstanding series of Trust
Capital Securities, at any time, an amount, if any, per Trust Capital Securities equal to the
Indicated Yield payable by the Trust thereon in respect of all previous Regular Distribution
Dates remaining unpaid by the Trust.

“Current Indicated Yield” means in respect of each outstanding series of Trust Capital
Securities, at any time, in respect of the current Distribution Period, an amount per Trust
Capital Securities of that series equal to the Indicated Yield pro-rated for the number of days
elapsed from and including the first day of the Distribution Period to but excluding the
Redemption Date, provided that there has not been a Distribution Diversion Event with respect
to such Distribution Period.

Upon the occurrence of a Special Event, the Trust, at its option, and with Superintendent
Approval, and on not less than 30 nor more than 90 days’ prior written notice, may redeem at
any time all but not less than all of the NBC CapS — Series 1, without the consent of the
holders, for an amount in cash per NBC CapS — Series 1 equal to (i) the Early Redemption
Price, if the NBC CapS — Series 1 are redeemed prior to June 30,2016, and (ii) the
Redemption Price, if the NBC CapS — Series 1 are redeemed on or after June 30, 2016 (the |.
“Trust Special Event Redemption Right”). See “Description of the Trust Securities — Trust
Capital Securities — Trust Special Event Redémption Right”.

Holders of NBC CapS — Series 1 will have the right, at any time, on not less than three
business days’® and not more than 90 days’ prior written notice to the Trust and the Bank to
surrender all or part of their NBC CapS — Series I to the Trust at a price (the “Surrender
Price”), for each NBC CapS — Series 1, equal to 40 Bank Preferred Shares Series 17 (the
“Holder Exchange Right”). The Trust will have the right, at any time before the exchange is
completed, to arrange for a substituted purchaser to purchase NBC CapS — Series 1 tendered
for exchange so long as the holder of the NBC CapS — Series 1 so tendered has not withheld
consent to the purchase of its NBC CapS — Series 1. If a substituted purchaser is found, the
price to be paid to the holders of the NBC CapS — Series | so tendered will be not less than
*% of the closing price of such NBC CapS — Series 1 on the last trading day immediately
before the date fixed for purchase and such purchase price is intended to represent a fair
equivalent in cash of the Surrender Price. Since the NBC CapS — Series 1 will not be listed on
any public securitics exchange, the “closing price” of any NBC CapS — Series 1 for that
trading day will be the average of the last institutional bid price of such NBC CapS — Series 1
as quoted by two major Canadian investment dealers selected by the Bank for this purpose.

The Bank Preferred Shares Series 17 will pay semi-annual non-cumulative cash dividends, as
and when declared by the board of directors of the Bank (the “Board of Directors™), equal to $e
per share, representing an annual yield of ¢ %.

The Holder Exchange Right will be effected through the conversion by the Trust of the
corresponding principal amount of the Bank Deposit Note. The Trust, as holder of the Bank
Deposit Note, will have the right, at any time, to convert all or part of the Bank Deposit Note
into corresponding Bank Preferred Shares Series 17. Immediately following that conversion,
the Trust will arrange through The Canadian Depository for Securities Limited or its nominee
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Automatic Exchange:

Purchase for
Cancellation:

Rights on Termination of
the Trust:

(“CDS™) to credit the accounts of the holders of NBC CapS — Series 1 exercising the Holder
Exchange Right with the requisite number of Bank Preferred Shares Series 17, and the NBC
CapS — Series | surrendered for exchange will be cancelled. See “Description of the Trust
Securities — Trust Capital Securities — Holder Exchange Right”, “Description of the Trust
Securitiecs — Trust Capital Securities — Capital Reorganizations and Amalgamations”,
“Description of Share Capital of the Bank — Certain Provisions of the Bank Preferred Shares
Series 17 and 18” and “Description of the Bank Deposit Note”.

Each NBC CapS — Series 1 will be exchanged automatically (the “Automatic Exchange”™),
without the consent of the holders, for 40 Bank Preferred Shares Series 18, upon the occurrence
of any one of the following events: (i) an application for a winding-up order in respect of the
Bank pursuant to the Winding-up and Restructuring Act (Canada) (the “Winding-Up Act”) is
filed by the Attorney General of Canada or a winding-up order in respect of the Bank pursuant
to the Winding-Up Act is granted by a court; (ii) the Superintendent advises the Bank in writing
that the Superintendent has taken control of the Bank or its assets pursuant to the Bank Act
(Canada) (the “Bank Act”); (iii) the Superintendent advises the Bank in writing that the Bank
has a risk-based Tier | Capital ratio of less than 5.0% or a risk-based Total Capital ratio of less
than 8.0 %; (iv) the Board of Directors advises the Superintendent in writing that the Bank has a
risk-based Tier 1 Capital ratio of less than 5.0% or a risk-based Total Capital ratio of less than
8.0%; or (v) the Superintendent directs the Bank, pursuant to the Bank Act, to increase its
capital or provide additional liquidity and the Bank elects to cause the Automatic Exchange as a
consequence of the issuance of such direction or the Bank does not comply with such direction
to the satisfaction of the Superintendent within the time specified (each, a “Loss Absorption
Event”). Following the Automatic Exchange, holders of NBC CapS — Series 1 immediately
prior to the Automatic Exchange will cease to have any claim or entitlement in relation to the
Trust Assets.

The Bank Preferred Shares Series 18 will pay semi-annual non-cumulative cash dividends, as
and when declared by the Board of Directors, equal to $e per share, representing an annual
yield of e %.

If, for any reason, the Automatic Exchange does not result in the exchange of all NBC CapS —
Series | then outstanding for Bank Preferred Shares Series 18, the Trust will redeem each NBC
CapS — Series 1 not so exchanged for consideration consisting of 40 Bank Preferred Shares
Series 18. The Bank and the Trust will arrange through CDS to credit the accounts of the
holders of NBC CapS — Series 1 with the requisite number of Bank Preferred Shares Series 18
in accordance with their respective entitlements. If the Automatic Exchange were to occur
and Bank Preferred Shares Series 18 were ultimately issued in exchange for the NBC
CapS — Series 1, the cost-effective nature of the regulatory capital raised by the Bank
through the issuance of the NBC CapS — Series 1 (assuming the Superintendent approves
the inclusion of the NBC CapS — Series ! as Tier 1 Capital of the Bank) would be lost.
Accordingly, it is in the interest of the Bank to ensure that a Loss Absorption Event does
not occur, although the events that could give rise to a Loss Absorption Event may be
beyond its control. See “Description of the Trust Sccurities — Trust Capital Securities —
Automatic Exchange” and “Description of Share Capital of the Bank — Certain Provisions of
the Bank Preferred Shares Series 17 and 18™.

On and after », 2011, any outstanding NBC CapS — Series 1 may be purchased at any time, in
whole or in part, by the Trust, at the direction of the holder of the Special Trust Securities. The
purchases may be made in the open market or by tender or private contract at any price. Any
such purchases will require Superintendent Approval. NBC CapS — Series 1 purchased by the
Trust will be cancelled and will not be reissued.

As long as any NBC CapS — Series | are outstanding, the Trust may only be terminated with
the approval of the holder of the Special Trust Securities and with Superintendent Approval
(i) upon the occurrence of a Special Event prior to June 30,2011 or (ii) for any reason on
June 30,2011 or on December 31,2011 or on the last day of June and December of each year
thereafter. The Declaration of Trust will provide that holders of Trust Capital Securities are not
entitled to initiate proceedings for the termination of the Trust.

Pursuant to the Share Exchange Agreement, the Bank will agree for the benefit of holders of
NBC CapS — Series 1 that, as long as any NBC CapS — Series 1 are outstanding and held by
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Dividend Stopper
Undertakings:

Additional Bank
Covenants:

Book-Entry Only Form:

any person other than the Bank, the Bank will not approve the termination of the Trust unless
the Trust has sufficient funds to pay the Early Redemption Price or the Redemption Price, as
applicable. Holders of NBC CapS — Series 1 and the holder of the Special Trust Securities will
rank pari passu in the distribution of the property of the Trust in the event of a termination of
the Trust, after the discharge of the claims of creditors, if any. See “Description of the Trust
Securities — Trust Capital Securities — Rights on Termination of the Trust”.

Pursuant to the Share Exchange Agreement, the Bank will agree for the benefit of holders of
NBC CapS — Series 1 that, if the Trust fails on any Regular Distribution Date to pay the
Indicated Yield on the NBC CapS — Series 1 in full, the Bank will not pay dividends on the
“Dividend Restricted Shares”, being the Bank'Preferred Shares and the Bank Common Shares,
until the month commencing immediately after the 12® month following the Trust’s failure to
pay the Indicated Yield in full on the NBC CapS — Series 1 (the “Dividend Payment
Resumption Month”), unless the Trust first pays such Indicated Yield (or the unpaid portion
thereof) to the holders of the NBC CapS — Series 1 (the “Dividend Stopper Undertakings™).
Any Indicated Yield (or portion thereof) that the Trust fails to pay to the holders of NBC Cap$
— Series 1 on a Regular Distribution Date will form part of the Accumulated Unpaid Indicated
Yield of that series. It is in the interest of the Bank to ensure, to the extent within its
control, that the Trust pays the Indicated Yield on the NBC CapS — Series 1 on each
Regular Distribution Date so as to avoid triggering the Dividend Stopper Undertakings.
See “Description of the Trust Securities — Trust Capital Securities — Dividend Stopper
Undertakings” and “Risk Factors”.

The following table indicates the relationship among the Dividend Reference Period, the
Distribution Period, the Distribution Date and the Dividend Payment Resumption Month.

Commencement of

Dividend Reference Current Distribution Dividend Payment
Period Period'! Distribution Date Resumption Month®
@ to Closing Date Closing Date December 31,2006 January 2008
October 2, 2006 to December 31,2006 June 30, 2007 July 2008
December 30, 2006
April 1,2007 to June 30, 2007 December 31,2007 January 2009
June 29,2007

(1) Prior to the commencement of any Distribution Period, the question of whether the
Distribution Date falling on the day after the last day of such Distribution Period will be a
Regular Distribution Date or a Distribution Diversion Date, and the entitlement of holders
of the NBC CapS—Series 1, will have been determined.

(2) The Dividend Payment Resumption Month is only relevant if the Trust fails to pay the
Indicated Yield in full on the NBC Cap$ -~ Series 1 on any Regular Distribution Date.

In addition to the Dividend Stopper Undertakings, the Bank will agree for the benefit of the
holders of NBC CapS — Series 1, pursuant to the Share Exchange Agreement, that:

(i) all the outstanding Special Trust Securities will be owned at all times by the Bank;

(i) as long as any NBC CapS — Series | are outstanding and held by any person other than
the Bank, the Bank will not take any action to cause the termination of the Trust except as
set forth under “Description of the Trust Securities —Trust Capital Securities — Rights on
Termination of the Trust” and only with Superintendent Approval;

(iii) the Bank will not assign or otherwise transfer any of its obligations under the Share
Exchange Agreement, except in the case of a merger, amalgamation, reorganization or a
sale of substantially all of the assets of the Bank, as the case may be. See “Description of
the Trust Securities — Trust Capital Securities —Share Exchange Agreement”.

The NBC CapS — Series 1 will be issued under the book-entry only system operated by CDS
and must be purchased or transferred through participants (“Participants™) in the depository
service of CDS. Participants include securities brokers and dealers, banks and trust companies.
Accordingly, physical certificates representing the NBC CapS — Series 1 will not be available
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except in the limited circumstances described under “Description of the Trust Securities —
Trust Capital Securities — Book-Entry Only Form™.

Special Trust Securities:  On the Closing Date, the Bank will subscribe for 1,000 Special Trust Securities for an issue
price of $1,000 per unit.

THE TRUST

The Trust is an open-end trust established under the laws of Ontario by the Trustee pursuant to the Declaration of
Trust. The Trust’s business objective is to acquire and hold Trust Assets that will generate income for distribution to holders
of Trust Securities. Immediately after the issuance by the Trust of the NBC CapS — Series 1 pursuant to the Offering, the
subscription by the Bank for the Special Trust Securities and the acquisition by the Trust of the Bank Deposit Note, the Trust
will have approximately $e in Trust Assets, $e of capital attributable to the NBC CapS — Series 1, $e of capital attributable

to the Special Trust Securities and $e of funds borrowed under the Credit Facility, less Se of the Offering expenses of the
Trust.

RISK FACTORS

The purchase of NBC CapS — Series 1 and the holding of Bank Preferred Shares Series 17 and Bank Preferred
Shares Series 18 are subject to certain risks and prospective investors should carefully consider the risk factors and other
information in this prospectus before purchasing NBC CapS — Series 1. See “Risk Factors™.
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THE TRUST
General

The Trust is an open-end trust established under the laws of Ontario by the Trustee pursuant to the Declaration of
Trust. The Trust has been formed for the purpose of issuing the Trust Securities and acquiring the Trust Assets in order to
generate income for distribution to holders of Trust Securities.

The principal office of the Trust is located at the National Bank Tower, 600 de La Gauchetiére Street West,
4™ Floor, Montréal, Québec H3B 4L2.

The Trust is not a trust company and does not carry on business as a trust company and, accordingly, the Trust is not
registered under the trust company legislation of any jurisdiction. Trust Securities are not “deposits” within the meaning of
the Canada Deposit Insurance Corporation Act (Canada) and are not insured under the provisions of that act or any other
legislation.

Business of the Trust

The Trust’s only business is to invest its assets. The Trust’s investment objective is to acquire and hold Trust Assets
in order to generate income for distribution to holders of Trust Securities. The initial assets of the Trust will consist primarily
of the Bank Deposit Note, which is to be purchased pursuant to an agreement between the Trust and the Bank (the “Deposit
Note Purchase Agreement”). The Trust assets may also include any securities into which the Bank Deposit Note is converted,
cash, amounts receivable from third parties and other Eligible Investments (together with the Bank Deposit Note, the “Trust
Assets™). The Bank Deposit Note is a senior unsecured obligation of the Bank that ranks on a parity with all other deposit and
unsubordinated liabilities of the Bank. The Bank Deposit Note contains provisions that will permit the conversion of the
Bank Deposit Note, in whole or in part, to reflect the operation of the Holder Exchange Right and the Automatic Exchange
(the “Exchange Provisions”) from time to time.

“Eligible Investments” means the Funding Note or any property, including money, securities, amounts receivable
from third parties, mortgages, an interest in an Eligible Investment, and any debt obligation that is a qualified investment
under the Tax Act for Deferred Income Plans (as defined below), except where the qualification of such property contains
conditions regarding the annuitant, the beneficiary, the employer or the subscriber under the plan unless the Trust is satisfied
that such conditions are satisfied, except that the Bank Deposit Note will not be repaid with or converted into or exchanged
for debt of the Bank or any person related to the Bank within the meaning of the Tax Act and, following the maturity of the
Bank Deposit Note, Eligible Investments will not include debt of the Bank or of any person related to the Bank within the
meaning of the Tax Act. i

Capitalization

As a newly-formed entity, the Trust has no prior operating history. Immediately after the issuance by the Trust of the
NBC CapS — Series | pursuant to the Offering, the subscription by the Bank for the Special Trust Securities and the
acquisition by the Trust of the Bank Deposit Note, the Trust will have approximately $e in Trust Assets, $e¢ of capital
attributable to the NBC CapS — Series 1, $e of capital attributable to the Special Trust Securities and $e of funds borrowed
under the Credit Facility, less $e of the Offering expenses of the Trust.

Conflicts of Interest

Due to the nature of the Trust’s relationship with the Bank and its affiliates, it is possible that conflicts of interest
will arise with respect to certain transactions, including the subscription by the Trust for the Bank Deposit Note, as the case
may be, and the Funding Note and the Trust’s potential acquisition of other Trust Assets from the Bank. It will be the Trust’s
policy that the terms of any financial dealings with the Bank or any of its affiliates will be consistent with those available
from third parties.

Conflicts of interest between the Trust and the Bank and its affiliates may also arise in connection with actions taken
by the Bank, as holder of the Special Trust Securities. It is intended that any agreements and transactions between the Trust,
on the one hand, and the Bank and its affiliates, on the other hand, including'the Administration Agreement, will be fair to the
parties. 3

Liquidity
The Trust will only borrow funds from the Bank pursuant to an unsecured credit facility extended by such entity to

the Trust (the “Credit Facility”). The Trust will use the Credit Facility only for the purposes of ensuring liquidity in the
normal course of the Trust’s activities and to facilitate the payment by the Trust of the expenses of the Offering.
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Administrative Agent

The Trustee will enter into an agreement (the “Administration Agreement”) with the Bank, as “Administrative
Agent”, pursuant to which the Trustee will delegate to the Bank certain of its obligations in relation to the administration of
the Trust, including the day-to-day operations of the Trust and such other matters as may be requested from time to time by
the Trustee. The Administrative Agent will be entitled to receive a reasonable administration fee consistent with market terms
and conditions.

The Administration Agreement will continue for an initial term of 30 years and after that will be renewed auto-
matically on an annual basis. The Trustee will have the right to terminate the Administration Agreement at any time on
90 days’ prior written notice on the occurrence of one or more events generally related to the failure of the Administrative
Agent to perform its obligations under the Administration Agreement in a proper and timely manner.

Exemptions from Certain Continuous Disclosure Requirements

As a result of the Offering, the Trust will become a reporting issuer in each of the provinces of Canada where such
concept exists; however, the Trust has applied to the securities regulatory authorities in those provinces (the “Commissions”),
as appropriate, for exemptions from certain continuous disclosure requirements prescribed by applicable securities legislation
for reporting issuers. :

If granted, the exemptions will likely be conditional on holders 6f NBC CapS — Series 1 receiving the interim
unaudited and annual audited financial statements and annual report of the Bank, and the Bank continuing to file with the
Commissions its interim unaudited and annual audited financial statements, annual filing or management information circular
and, where applicable, its annual report. If these exemptions are granted, the Trust will not be required to file with the
Commissions interim unaudited and annual audited financial statements, including management’s discussion and analysis of
the financial condition and results of operation of the Trust, interim and annual certificates signed by the Chief Financial
Officer and the Chief Executive Officer, an information circular or an annual filing in lieu thereof (collectively, an “annual
filing™), an annual information form of the Trust, and, where applicable, an annual report, and holders of NBC CapS —
Series 1 will not receive such financial statements and annual reports of the Trust. It is expected, however, that the Trust will
remain subject to the requirement to file material change reports in the event of any material change in the affairs of the
Trust.

Exemptive relief is being sought by the Trust based on the following terms and conditions of the NBC CapS —
Series 1 and for the following reasons. The operating activity of the Trust will consist of acquiring and holding Trust Assets
for the purpose of generating income for distribution to holders of NBC CapS — Series 1 and Special Trust Securities.
Accordingly, the information relating to the financial condition and operations of a reporting issuer that is contained in an
annual information form and an annual filing will not, in respect of the Trust, be meaningful to holders of NBC CapS —
Series 1. The payment of the Indicated Yield on NBC CapS — Series 1 is dependent on the payment of Dividends by the
Bank because the Indicated Yield will not be payable if the Bank fails to declare Dividends (see “Description of the Trust
Securities — Trust Capital Securities -— Indicated Yield”). Furthermore, in certain circumstances, including at a time when
the Bank’s financial condition is deteriorating or proceedings for the winding-up of the Bank have been commenced (see
“Description of the Trust Securities — Trust Capital Securities — Automatic Exchange”), the NBC CapS — Series 1 will be
automatically exchanged for Bank Preferred Shares Series 18. As a result of the foregoing and because NBC CapS —
Series 1 are also exchangeable for Bank Preferred Shares Series 17 under other circumstances, details of the Bank’s financial
condition (as opposed to that of the Trust) will be of interest to holders of NBC CapS — Series 1.

CAPITALIZATION OF THE TRUST

The following table sets out the capitalization of the Trust as at e,2006 and at that date adjusted to reflect the
closing of the Offering and the issuance of Special Trust Securities.
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Outstanding as

ate, 2006
Outstanding as at after giving effect
e, 2006 to the Offering
(in thousands of Canadian dollars)
NBC €CapS — SETES Luueiirieurerrincricciminenentcesenmicesere s sessinssss s sasissssssssennss — $o
Special TIust SECUTLIES ....crvvrcerrinmririmriinrsseiisssiss s sessesies — So
Original Settlement AMOUNIL) ...cccceerrerririmennenicsermisiieriisesnene creeeens 31,000 —
Is5ue COStS @) vuvernevereeeemearennnnnans — $ (o}
TIUSE CAPIAL ...euvveeeeieererenireinrsenee e sessssesatnesssrsss st essasassrensisescssssnsrmisasssssssssossssssinne $ 1,000 $e

Notes: ;
(1) Amount settled on the Trust’s formation subsequently applied as part the subscription price for the Special Trust Securities.
(2) The net Offering expenses of the Trust, other than the Underwriters® fee, are estimated to be $» and will be paid by the Trust from the proceeds of issue
of the Special Trust Securities and funds borrowed under the Credit Facility.
This table should be read in conjunction with the financial statements of the Trust appearing elsewhere in this
prospectus.

NATIONAL BANK OF CANADA

The Bank, a chartered bank subject to the provisions of the Bank Act, was formed through a series of amalgamations
and its roots date back to 1859 with the founding of Banque Nationale in Québec City. The Bank’s head office is located at
the National Bank’s Tower, 600 de La Gauchetiére Street West, 4™ Floor, Montréal, Québec H3B 412.

Subsidiaries

A list of the principal subsidiaries directly or indirectly owned or controlled by the Bank as at October 31, 2005 is
included in the Bank’s Annua! Report for the year ended October 31, 2005.

Business of the Bank
I

The Bank maintains offices and provides services in each of the Canadian provinces. It offers a full range of
financial services to individuals, commercial enterprises, financial institutions and governments both in Canada and abroad.

Additional information with respect to the Bank’s business is included in the Bank’s Annual Report for the year
ended October 31, 2005.

Consolidated Capitalization of the Bank

The following table sets forth the consolidated capitalization of the Bank at ¢, 2006. The Bank will not consolidate
the Trust as it is not the primary beneficiary. The NBC CapS - Series 1 will therefore not be reported on the consolidated
balance sheet of the Bank, but the Bank Deposit Note will be reported. This table should be read in conjunction with the
Bank’s consolidated financial statements and the Bank’s management’s discussion and analysis of financial condition and
results of operations incorporated by reference in this prospectus.

As ate. 2006
(in millions of

Canadian dollars}

Subordinated Debentures .

NON-Controlling INTETeSt ..ottt et sseose seresbeesaseenssssnsasensrasees .
Shareholders’ Equity

PrEfEITEd SHAIES ....ovuvuiceecectire ittt bst b ettt sttt bas s es |

Common Shares........cccccoeeerecreeee .

Contributed SUIPIUS ....oveevrercrecciercerrreeeeseseeeesennes .

Unrealized foreign currency translation adjustments .

Retained earnings'" ........o.coorvvevreeveverornnsiesaseereninae .

Total Shareholders” EQUITY ...ovuiieiiiniei ittt etnie st s g eeeeee .

Total Capitalization ... et 3o

Note:
(¢} The adjusted column does not reflect costs of $e million in connection with the Offering.
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Capital Adequacy Requirements

The Bank Act requires the Bank to maintain adequate capital in relation to its operations. The Superintendent has
established risk-based capital targets for Canadian chartered banks of 7% (Tier 1 Capital) and 10% (Total Capital). The
Superintendent has issued guidelines concerning the maintenance of adequate capital (the “Capital Guidelines™) and has
statutory authority pursuant to subsection 485(3) of the Bank Act to direct the Bank to increase its capital even if the Bank is
in compliance with the Capital Guidelines. The Bank has no reason to believe that the Superintendent intends to direct the
Bank to increase its capital. Pursuant to the Capital Guidelines, requirements are applied to the Bank on a consolidated basis
including all subsidiaries except insurance subsidiaries or other regulated financial institutions whose leverage is
inappropriate for a deposit-taking institution and which, because of their size, would have a material impact on the leverage
of the consolidated entity. |

The following table sets forth the risk-based Tier | Capital ratios and risk-based Total Capital ratios of the Bank as
at the dates indicated:

Risk-Based Risk-Based
Tier 1 Total

Capital Ratle  Cabital Ratio
January 31, 2006.... o . 9.5% 12.7%
October 31,2005 ...... 9.6% 12.8%"
October 31,2004 ...... 9.6% 130%
OCLODET 31, 2003 1eoeorvrieeeeererrresesessessesosesrssecesesssssstsesssssssbissassssssssasssssssssassaeismssssessnsessosseseses 96% 134%
OCLODET 31, 2002 1eoreeeeeeeeeeereeseseeeessesesesestsesasssessessesessssssssesssesssastasssestossessosbesessasssesssessessases 96% 136%
OCIOBET 31,2001 cvrrvereereeeeeeeseeeressreseeseoneserassessmsessossssssssssssssssessossasssstasstsssossessiontosssssssssassnssies 9.6% 13.1%

Note:
(1)  After taking into account the issuance of $500 million subordinated debentures on November 2, 2005.

The Offering will provide the Bank with a cost-effective means of raising Tier ! Capital for Canadian bank
regulatory purposes (assuming the Superintendent approves the inclusion of the NBC CapS — Series 1 as Tier 1 Capital of
the Bank). After giving effect to the proceeds of this Offering, the risk-based Tier 1 Capital ratio and risk-based Total Capital
ratio levels of the Bank as at », 2006, adjusted for such event, would have béen ¢ % and %, respectively.

DESCRIPTION OF THE TRUST SECURITIES
Trust Capital Securities

The following is a summary of the rights, privileges, restrictions and conditions attaching to the NBC CapS —
Series 1. This summary is qualified in its entirety by the provisions of the Declaration of Trust. For information conceming
Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18 into which, in certain circumstances, the NBC CapS —
Series 1 are exchangeable, see “Description of Share Capital of the Bank — Certain Provisions of the Bank Preferred Shares
Series 17 and 18” and for information with respect to the Bank Deposit Note, see “Description of the Bank Deposit Note”.

Indicated Yield

Holders of NBC Cap$ — Series 1 will be entitled to receive the Indicated Yield of (i) $ per NBC CapS - Series 1
on each Distribution Date that is a Regular Distribution Date from December 31,2006 to and including June 30, 2016,
representing an annual yield of % and (ii) on each Regular Distribution Date following June 30, 2016, an amount equal to
the result obtained by multiplying $1000 by one-half of the sum of the Bankers’ Acceptance Rate is effect during the
Distribution Period immediately preceding the relevant Distribution Date plus ¢ %. The initial Indicated Yield, payable on
December 31, 2006, will be $» per NBC CapS — Series 1, assuming a Closing Date of s, 2006.

A Distribution Date will be a Regular Distribution Date unless the Bank fails to declare Dividends in the Dividend
Reference Period. Accordingly, whether or not the Indicated Yield on the NBC CapS — Series 1 will be payable by the Trust
on any Distribution Date will be determined prior to the commencement of the Distribution Period ending on the day
preceding that Distribution Date. On each Regular Distribution Date, the Trust will pay the Indicated Yield to the holders of
NBC CapS — Series | and the holder of the Special Trust Securities will be entitled to receive the Net Distributable Funds, if
any, of the Trust remaining after payment of the Indicated Yield. If the Bank does not declare Dividends during the relevant
Dividend Reference Period, a Distribution Diversion Event will occur.

If a Distribution Diversion Event occurs, the Distribution Date oc¢urring on the day immediately following the end
of the first Distribution Period following the Distribution Diversion Event will be a Distribution Diversion Date. In that case,
although the Bank will pay interest to the Trust on the Bank Deposit Note Interest Payment Date, the Trust will not pay the
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Indicated Yield on the NBC CapS — Series 1 on the Distribution Diversion Date; instead, it will pay the Net Distributable
Funds, if any, as at such Distribution Diversion Date to the holder of the Special Trust Securities.

If the Net Distributable Funds of the Trust are insufficient to enable the Trust to pay the full amount of the Indicated
Yield on the NBC CapS — Series 1 and outstanding Trust Capital Securities on a Regular Distribution Date (the amount of
such insufficiency being the “Indicated Yield Deficit™), there will be added to the Accumulated Unpaid Indicated Yield in
respect of each series of the Trust Capital Securities an amount determined by multiplying the Indicated Yield Deficit by the
percentage that the Indicated Yield on the particular series of Trust Capital Securities represents of the aggregate Indicated
Yield on all series of Trust Capital Securities in respect of such Regular Distribution Date (the “Indicated Yield Ratio”) and
the Trust will pay to holders of each series of Trust Capital Securities the amount of the Net Distributable Funds determined
by multiplying the Net Distributable Funds by the Indicated Yield Ratio in respect of the particular series of Trust Capital
Securities. The Trust may pay the Accumulated Unpaid Indicated Yield to the holders of the Trust Capital Securities at any
time; however, the Trust will not be obligated, and holders of Trust Capital Securities will not have any right to cause the
Trust, to pay such amount until the occurrence of an event giving rise to the obligation of the Trust to pay the Early
Redemption Price or the Redemption Price, as the case may be. See “Description of the Trust Securities — Trust Capital
Securities — Rights on Termination of the Trust.”

Voting Rights

The Trust Capital Securities are non-voting except in the limited circumstances set out in the Declaration of Trust
involving changes to the terms and conditions of the Trust Capital Securities. The Declaration of Trust provides that those
terms and conditions may be changed if authorized by the Bank, as holder of the Special Trust Securities. If the amendment
would (i) give rise to a Regulatory Event without Superintendent Approval, or (ii) in the opinion of the Trustee, relying on a
certificate of the Administrative Agent, be materially prejudicial to the rights of holders of the NBC CapS — Series 1, such
amendment must also be approved by the holders of NBC CapS$ — Series 1 especially affected by that amendment, given by
way of an Extraordinary Resolution. The holder of the Special Trust Securities must approve any such change and, in
addition, any such change that would affect the status of the NBC CapS — Series 1 as capital of the Bank is subject to
Superintendent Approval. The terms “Extraordinary Resolution” and “Series Extraordinary Resolution” mean, in effect, a
resolution passed by the holders of Trust Capital Securities or a particular series of Trust Capital Securities (including the
NBC CapS — Series 1), respectively, representing not less than 6623 % of the Trust Capital Securities or series of Trust
Capital Securities, respectively, represénted and voted at a meeting of holders of Trust Capital Securities or series of Trust
Capital Securities, respectively, or a resolution in writing signed by the holders of Trust Capital Securities or series of Trust
Capital Securities, respectively, representing not less than 66% % of the outstanding Trust Capital Securities or series of Trust
Capital Securities, respectively. The quorum at any such meeting will be two or more holders of Trust Capital Securities or
series of Trust Capital Securities, respectively, present in person or represented by proxy and owning or representing not less
than 25% of the aggregate number of Trust Capital Securities or series of Trust Capital Securities, respectively, then
outstanding, provided that if a quorum is not present and the meeting is adjourned, at the meeting following such
adjournment those holders present in person or represented by proxy will constitute a quorum even though they may
represent less than 25 % of the aggregate number of Trust Capital Securities or series of Trust Capital Securities, respectively,
then outstanding. The Declaration of Trust provides that where changes affect the terms and conditions of the NBC CapS —
Series | differently than any other series of Trust Capital Securities then outstanding, the terms and conditions may be
changed only if authorized by the holders of the NBC CapS — Series 1 by way of a Series Extraordinary Resolution.
Notwithstanding the foregoing, the Trustee may, without the consent of holders of NBC CapS — Series 1, execute
instruments supplemental to the Declaration of Trust and any other relevant instruments for certain limited purposes,
including curing ambiguities or defects, and making any modification that, in the opinion of the Trustee, would not be
prejudicial to the interest of holders of NBC CapS — Series 1 and making such changes as may be required to conform with
applicable regulatory requirements from time to time.

Trust Redemption Right

On June 30,2011 and on any Distribution Date thereafter, the Trust, at its option, and with Superintendent
Approval, and on not less than 30 nor more than 60 days’ prior written notice, may redeem the outstanding NBC CapS —
Series | in whole or in part, without the consent of the holders, for an amount in cash per NBC CapS — Series 1 equal to
(i) the Early Redemption Price, if the NBC CapS -— Series 1 are redeemed prior to June 30, 2016, and (ii) the Redemption
Price, if the NBC CapS — Series 1 are redeemed on or after June 30, 2016,

Any partial redemption will be carried out by lot or in some other equitable manner.
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Trust Special Event Redemption Right

Upon the occurrence of a Regulatory Event or a Tax Event, the: Trust, at its option, and with Superintendent
Approval, and on not less than 30 nor more than 90 days’ prior written notice, may redeem at any time, all but not less than
all of the NBC CapS — Series 1, without the consent of the holders, for an amount in cash per NBC CapS — Series 1, equal
to (i) the Early Redemption Price, if the NBC CapS — Series 1 are redeemed prior to June 30, 2016, and (ii) the Redemption
Price, if the NBC CapS — Series 1 are redeemed on or after June 30, 2016.

“Regulatory Event” means (assuming the Superintendent approves the inclusion of the NBC CapS — Series 1 as
Tier | Capital of the Bank) the receipt by the Trust or the Bank of a notice or advice from the Superintendent that the NBC
CapS — Series 1 no longer qualify as eligible Tier 1 Capital under the Superintendent’s interpretation of the Capital
Guidelines.

“Tax Event” means the receipt by the Bank or the Trust of an opinion of independent counsel of recognized standing
in Canada experienced in such matters (who may be counsel to the Bark or the Trust) to the effect that, as a result of (i) any
amendment to, clarification of, or change (including any announced prospective change) in, the laws, or any regulations
thereunder, of Canada or any political subdivision or taxing authority thereof or therein, affecting taxation, (ii) any judicial
decision, official administrative pronouncement, published or private ruling, regulatory procedure, notice or announcement
(including any notice or announcement of an intention to adopt such procedures or regulations) by any legislative body,
court, governmental authority or agency or regulatory body having appropriate jurisdiction (collectively, “Administrative
Action™) or (iii) any amendment to, clarification of, or change in, the official position or the interpretation of any
Administrative Action or any interpretation or pronouncement that provides for a position with respect to such
Administrative Action that differs from the previously generally accepted position, in each case, by any legislative body,
court, governmental authority or agency or regulatory body, irrespective of the manner in which such amendment,
clarification or change is made known, which amendment, clarification or change is effective or such pronouncement or
decision is announced on or after ¢, 2006, there is more than an insubstantial risk that (A) the treatment of any of the Bank’s
or the Trust's items of income or expense (including the treatment by the Bank or the Trust of interest on the Bank Deposit
Note or of distributions made on the NBC CapS — Series 1 or the Special Trust Securities) or treatment of the Bank Deposit
Note or other property of the Trust, in each case as reflected in tax returns filed (or to be filed), will be challenged by a taxing
authority, and that such challenge could subject the Bank or the Trust to more than a de minimis amount of additional taxes,
duties or other governmental charges or civil liabilities or (B) the Trust is, or will be, subject to more than a de minimis
amount of taxes, duties or other governmental charges or civil liabilities.

Holder Exchange Right

Holders of NBC CapS — Series 1 will have the right, at any time, 6n not less than three business days’ and not more
than 90 days’ prior written notice to the Trust and the Bank, to surrender all or part of their NBC CapS — Series 1 to the
Trust at a price, for each NBC CapS — Series 1, equal to 40 Bank Preferred Shares Series 17. The Trust will have the right,
at any time before the exchange is completed, to arrange for a substituted purchaser to purchase NBC CapS — Series |
tendered for surrender to the Trust so long as the holder of the NBC CapS —- Series 1 so tendered has not withheld consent to
the purchase of its NBC CapS — Series 1. If a substituted purchaser is found, the price to be paid to a holder of NBC CapS
~— Series 1 so tendered will be not less than #% of the closing price of such NBC CapS — Series | on the last trading day
immediately before the date fixed for purchase and such purchase price is'intended to represent a fair equivalent in cash of
the Surrender Price. Since the NBC CapS — Series 1 will not be listed on any public securities exchange, the “closing price”
of any NBC Cap$ — Series 1 for that trading day will be the average of the last institutional bid price of such NBC Cap$ —
Series | as quoted by two major Canadian investment dealers selected by the Bank for this purpose.

The Bank Preferred Shares Series 17 will pay semi-annual non-cumulative cash dividends, as and when declared by
the Board of Directors, equal to $s per share, representing an annual yield of ¢%. The Holder Exchange Right will be
effected through the conversion by the Trust of the corresponding principal amount of the Bank Deposit Note. The Trust, as
holder of the Bank Deposit Note, will have the right at any time to convert all or part of a Bank Deposit Note into the
corresponding number of Bank Preferred Shares Series 17. Immediately following that conversion, the Trust will arrange
through CDS to credit the accounts of the holders of NBC CapS — Series 1 exercising the Holder Exchange Right with the
requisite number of Bank Preferred Shares Series 17 and the NBC CapS — Series | surrendered for exchange will be
cancelled. ?

As long as the NBC CapS — Series | are held in the CDS book-entry only system, beneficial owners of NBC Cap$

— Series 1 may exercise the Holder Exchange Right by providing instructions to the Participants through whom they hold

NBC CapS — Series 1. In turn, such Participants will communicate those exchange instructions to the Trustee through CDS.

Participants may be required to include a declaration on behalf of any beneficial holder of NBC CapS — Series 1 purporting

to exercise the Holder Exchange Right for the purpose of establishing whether any such beneficial holder would as a result of

the exercise of the Holder Exchange Right be an Ineligible Person or a Significant Shareholder. Where NBC CapS —
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Series 1 are not held in the CDS book-entry only system, the Holder Exchange Right may be effected by the registered holder
of NBC CapS — Series I depositing with the Trustee, within the time periods referred to above, certificates representing the
NBC CapS — Series 1 with a duly completed exchange panel in the form contemplated by the Declaration of Trust.

“Significant Shareholder” means any person who beneficially ownsj directly, or indirectly through entities controlled
by such person or persons associated with or acting jointly or in concert with such person, shares of any class of the Bank in
excess of 10% of the total number of outstanding shares of that class.

Upon the exercise of the Holder Exchange Right, the Trust reserves the right not to deliver Bank Preferred Shares
Series 17 to any person whose address is in, or whom the Trust or the Bank has reason to believe is a resident of, any
jurisdiction outside Canada, to the extent that such delivery would require the Trust or the Bank to take any action to comply
with securities, banking or analogous laws of such jurisdiction (an “Ineligible Person™) or to any person who would as a
result of such delivery become a Significant Shareholder. In such circumstances, the Trustee will hold all Bank Preferred
Shares Series 17 that would otherwise be delivered to Ineligible Persons or any Significant Shareholder, as agent for
Ineligible Persons and Significant Shareholders, and the Trustee will attempt to sell such Bank Preferred Shares Series 17 (to
parties other than the Bank and its affiliates) on behalf of such Ineligible Persons and Significant Shareholders. Such sales, if
any, will be made at any time and any price. Neither the Bank nor the Trustee will be subject to any liability for failing to sell
Bank Preferred Shares Series 17 on behalf of any such Ineligible Persons or Significant Shareholders at any particular price
on any particular day. The net proceeds received by the Trustee from the sale of any Bank Preferred Shares Series 17 will be
divided among the Ineligible Persons and Significant Shareholders in proportion to the number of Bank Preferred Shares
Series 17 that would otherwise have been deliverable to them, after deducting the costs of sale and any applicable
withholding taxes. The Trustee will make payment of the aggregate net proceeds to CDS (if the NBC CapS — Series 1 are
then held in the book-entry only system) or to the registrar and transfer agent (in all other cases) for distribution to such
Ineligible Persons and Significant Shareholders in accordance with the customary practice and procedures of CDS (“CDS
Procedures™) or otherwise. :

Automatic Exchange

Each NBC CapS — Series 1 will be exchanged automatically, without the consent of the holders, for 40 Bank
Preferred Shares Series 18, upon the occurrence of a Loss Absorption Event. The Bank Preferred Shares Series 18 will pay
semi-annual non-cumulative cash dividends, as and when declared by the Board of Directors, equal to $ per share,
representing an annual yield of » %. The Automatic Exchange will be deemed to occur as of 8:00 a.m. (Eastern standard time)
on the date that a Loss Absorption Event occurs. The Automatic Exchange will be effected through the terms of the Share
Exchange Agreement and the Declaration of Trust. As of the time of the exchange, each holder of NBC CapS — Series 1
shall be deemed to have exchanged and transferred to the Bank all of such holder’s right, title and interest in and to its NBC
CapS — Series 1 and shall cease to be a holder thereof and all rights of such holder as a securityholder of the Trust will cease
and such person shall therefrom be deemed to be and shall be for all purposes a holder of Bank Preferred Shares Series 18.
Upon an Automatic Exchange and the deemed exchange of the NBC CapS — Series 1 by their holders, the Exchange Trustee
will arrange through CDS to credit the accounts of the holders of NBC CapS — Series | with the requisite number of Bank
Preferred Shares Series 18 in accordance with their respective entitlements and the NBC CapS — Series 1 shall be credited to
the account of the Bank. The Bank will mail notice of the occurrence of the Loss Absorption Event to the Trust within 10
days of such event. If for any reason the Automatic Exchange does not result in the exchange of all NBC CapS — Series 1
then outstanding for Bank Preferred Shares Series 18, the Trust will redeem each NBC CapS — Series 1 not so surrendered
for 40 Bank Preferred Shares Series 18. The Trust will have the right, pursuant to the Subscription Right, to have the Bank
issue to the Trust a sufficient number of Bank Preferred Shares Series 18 for that purpose.

Upon an Automatic Exchange, each of the Bank and the Trust reserves the right not to deliver Bank Preferred
Shares Series 18 to any Ineligible Person or to any person who would as a result of such delivery become a Significant
Shareholder. In such circumstances, the Exchange Trustee will hold all Bank Preferred Shares Series [8 that would otherwise
be issued to Ineligible Persons or Significant Shareholders, as their agent, and the Exchange Trustee will attempt to sell such
Bank Preferred Shares Series 18 (to parties other than the Bank and its affiliates) on their behalf. Such sales, if any, will be
made at any time and any price. Neither of the Bank or the Exchange Trustee will be subject to any liability for failing to sell
Bank Preferred Shares Series 18 on behalf of any such Ineligible Persons or Significant Shareholders or at any particular
price on any particular day. The net proceeds received by the Exchange Trustee from the sale of any Bank Preferred Shares
Series 18 will be divided among Ineligible Persons and the Significant Shareholders in proportion to the number of Bank
Preferred Shares Series 18 that would otherwise have been deliverable to them, after deducting the costs of sale and any
applicable withholding taxes. The Exchange Trustee will make payment of the aggregate net proceeds to CDS (if the NBC
CapS — Series | are then held in the book-entry only system) or to the registrar and transfer agent (in all other cases) for
distribution to such Ineligible Persons and Significant Shareholders in accordance with CDS Procedures or otherwise.

!
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If an Automatic Exchange were to occur and Bank Preferred Shares'Series 18 are issued in exchange for NBC Cap$
— Series 1, the cost-effective nature of the regulatory capital raised by the Bank through the issuance of the NBC CapS —
Series 1 (assuming the Superintendent approves the inclusion of the NBC CapS — Series 1 as Tier 1 Capital of the Bank)
would be lost. Accordingly, it is in the interest of the Bank to ensure that a Loss Absorption Event does not occur, although
the events that could give rise to a Loss Absorption Event may be beyond its control.

Non-Resident Ownership Restrictions

Non-residents of Canada within the meaning of the Tax Act may not own in the aggregate more than 50% of the
Trust Capital Securities outstanding at any time. The Trust will not accept any subscription for Trust Capital Securities from
any person, issue any Trust Capital Securities to any person or register or otherwise recognize a transfer of any Trust Capital
Securities to any person if, after giving effect thereto, more than 50% of the outstanding Trust Capital Securities would be
held or beneficially owned, directly or indirectly, by non-residents of Canada. The Declaration of Trust includes a mechanism
to permit the Trust to sell Trust Capital Securities held by such persons, upon notice, including NBC CapS — Series 1, in
order to remedy any contravention of this restriction. ‘

Extinguishment of Rights of Holders

As of the time of exchange, each holder of NBC CapS — Series 1 surrendered for exchange will cease to be a holder
thereof and all rights of such holder as a security holder of the Trust will cease. Such holder after that time will be deemed to
be for all purposes and will be for all purposes a holder of Bank Preferred Shares Series 17 or Bank Preferred Shares Series
18, as the case may be (unless payment in the form of Bank Preferred Shares Series 17 or Bank Preferred Shares Series 18 is
not made). The NBC CapS — Series 1 surrendered for exchange pursuant to the Holder Exchange Right will be cancelled
and will not be reissued.

Purchase for Cancellation

On and after o, 2011, the NBC CapS — Series 1 may be purchased at any time, in whole or in part, by the Trust, at
the direction of the holder of the Special Trust Securities. The purchases may be made in the open market or by tender or
private contract at any price. Any such purchases will require Superintendent Approval. NBC CapS — Series 1 purchased by
the Trust will be cancelled and will not be reissued.

Rights on Termination of the Trust

As long as any NBC CapS — Series 1 are outstanding and held by any person other than the Bank, the Trust may
only be terminated with the approval of the Bank, as sole holder of the Special Trust Securities and with Superintendent
Approval (i) upon the occurrence of a Special Event prior to June 30,2011, or (ii) for any reason on June 30,2011 or on
December 31,2011, or on the last day of June and December of each year thereafter. The Declaration of Trust provides that
holders of NBC CapS — Series 1 are not entitled to initiate proceedings for the termination of the Trust.

Holders of each series of outstanding Trust Capital Securities and the holder of Special Trust Securities will rank
pari passu in the distribution of the property of the Trust in the event of a termination of the Trust, after the discharge of
claims of creditors, if any. The entitlement of the holder of the NBC CapS — Series 1 on a termination of the Trust will be
determined by multiplying the Early Redemption Price (if the termination is as a result of action taken by the Bank and
occurs prior to June 30, 2016), or the Redemption Price (in all other cases), in either case, by a fraction, the numerator of
which is the value of the Trust Assets to be distributed to holders of Trust Securities and the denominator of which is an
amount equal to the sum of (i) the aggregate Early Redemption Prices of all NBC CapS — Series 1 then outstanding if the
termination is as a result of action taken by the Bank and occurs prior to June 30, 2016, (ii) the aggregate Redemption Prices
of all NBC CapS — Series 1 then outstanding and not provided for under (i) above, and (iii) an amount equal to the aggregate
subscription price for all Special Trust Securities then outstanding (such fraction being the “Termination Distribution Ratio™).
Should additional series of Trust Capital Securities be issued, then the Termination Distribution Ratio will be adjusted to
reflect the issuance of such additional Trust Capital Securities and to recognize that all outstanding series of Trust Capital
Securities will rank pari passu. The entitlement of the Bank, as the holder of the Special Trust Securities, will be determined
by multiplying the Bank’s subscription price for all Special Trust Securities then outstanding by the Termination Distribution
Ratio.

So long as any NBC CapS — Series 1 are outstanding and held by any person other than the Bank, the Bank will not
approve the termination of the Trust unless the Trust has sufficient funds to pay the Early Redemption Price or the
Redemption Price, as applicable. See “Description of the Trust Securities — Trust Capital Securities — Share Exchange
Agreement”. ‘
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Dividend Stopper Undertakings

If the Trust fails on any Regular Distribution Date to pay the Indicated Yield on the NBC CapS — Series 1 in full,
the Bank has agreed for the benefit of holders of NBC CapS — Series 1 that (i) the Bank will not pay dividends on the
Dividend Restricted Shares until the Dividend Payment Resumption Month; unless the Trust first pays such Indicated Yield
(or the unpaid portion thereof) to the holders of all outstanding NBC CapS — Series 1. Any Indicated Yield (or portion
thereof) that the Trust fails to pay to the holders of any outstanding NBC CapS — Series | on a Regular Distribution Date
will form part of the Accumulated Unpaid Indicated Yield. It is in the interest of the Bank to ensure, to the extent within their
control, that the Trust pays the Indicated Yield on all outstanding NBC CapS — Series 1 on each Regular Distribution Date
50 as to avoid triggering the Dividend Stopper Undertakings.

The following table indicates the relationship among the Dividend Reference Period, the Distribution Period, the
Distribution Date and the Dividend Payment Resumption Month.

Commencement of the

Current Distribution ) Dividend Payment
Dividend Reference Period Period!" ‘ Distribution Date Resumption Month'®
© 10 CloSING DALe ....ovvvvrececnricensirsnicneenrnisessaens Closing Date December 31, 2006 January 2008
October 2, 2006 to December 30, 2006 .. ... December 31, 2006 June 30, 2007 July 2008
April 1,2007 to June 29,2007 .......ccoonienicriininiunens June 30,2007 December 31, 2007 January 2009

Notes:

(1) Prior to the commencement of any Distribution Period, the question of whether the Di‘sm'bution Date falling on the day after the last day of such
Distribution Period will be a Regular Distribution Date or a Distribution Diversion Date, and the entitlement of holders of the NBC CapS—Series 1,

will have been determined.
(2) The Dividend Payment Resumption Month is only relevant if the Trust fails to pay the Indicated Yield in full on the NBC CapS—Series 1 on any
Regular Distribution Date.

Share Exchange Agreement

On closing of the Offering, the Trust, the Bank and the Exchange Trustee, as trustee for the holders of the NBC
CapS — Series 1, the Bank Preferred Shares Series 17 and the Bank Préferred Shares Series 18, will enter into a share
exchange agreement (the “Share Exchange Agreement”) providing for, among other things:

(a) the Dividend Stopper Undertakings;

(b the grant by the Bank to the Exchange Trustee, for the benefit of the holders of NBC CapS — Series 1, the
right to exchange NBC CapS — Series | for Bank Preferred Shares Series 18 upon an Automatic Exchange
and the grant by the Exchange Trustee on behalf of the holders of NBC CapS — Series 1 to the Bank of the
right to exchange NBC CapS — Series 1 for Bank Preferred Shares Series 18 upon an Automatic
Exchange; and ‘

©) the grant by the Bank to the Trust of the right to subscribe for Bank Preferred Shares Series 17 in order to
enable the Trust to satisfy its obligations under the Holder Exchange Right where the Trust cannot
otherwise satisfy such obligations pursuant to its rights under the Bank Deposit Note, and the grant by the
Bank to the Trust of the right to subscribe for Bank Preferred Shares Series 18 in order to enable the Trust
to redeem NBC CapS — Series | that have not been exchanged for Bank Preferred Shares Series 18
pursuant to the Automatic Exchange on a Loss Absorption Event (such rights being collectively referred to
as the “Subscription Right™).

The issuance of Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18 pursuant to these rights is
subject to Superintendent Approval and the obtaining of an exemption under applicable securities legislation in certain of the
provinces of Canada. Applications for Superintendent Approval and these exemptions have been made by the Bank. In
addition, the Bank and the Trust will take all necessary corporate action before the Closing Date to enable them to comply
with their obligations in respect of these rights.

The Bank will also agree in the Share Exchange Agreement to take or refrain from taking certain actions so as to
ensure that holders of NBC CapS — Series 1 will receive the benefit of the Exchange Provisions, including obtaining the
requisite approval of holders of the NBC CapS — Series | to any amendment to the provisions of the Bank Preferred Shares
Series 17 and the Bank Preferred Shares Series 18 (other than any amendments relating to the non-cumulative Preferred
Shares of the Bank as a class).

The Share Exchange Agreement will also provide that:

(a) all the outstanding Special Trust Securities will be owned at all times by the Bank;
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) as long as any NBC CapS — Series 1 are outstanding and held by any person other than the Bank, the Bank
will not take any action to cause the termination of the Trust unless the Trust has sufficient funds to pay the
Early Redemption Price or the Redemption Price, as applicable, and only with Superintendent Approval;
and

©) the Bank will not assign or otherwise transfer any of its obligations under the Share Exchange Agreement,
except in the case of a merger, amalgamation, reorganization or a sale of substantially all of the assets of
the Bank, as the case may be. ‘

Capital Reorganizations and Amalgamations

If there is a capital reorganization, merger or amalgamation of the Bank, the Share Exchange Agreement will
provide that holders of NBC CapS — Series 1 will be entitled to receive, pursuant to the Exchange Provisions, after the
capital reorganization, merger or amalgamation, the number of Bank Preferred Shares Series 17 and Bank Preferred Shares
Series 18 or other securities or consideration of the Bank or of a corporation resulting, surviving or continuing from the
capital reorganization, merger or amalgamation that such holder would have received had its NBC CapS -— Series | been
exchanged, pursuant to the Exchange Provisions, for Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18,
as applicable, immediately prior to the record date of the capital reorganization, merger or amalgamation. Similarly, the terms
and conditions of the Bank Deposit Note will provide that the holder of the Bank Deposit Note will be entitied to receive,
after the capital reorganization, merger or amalgamation, the number of Bark Preferred Shares Series 17 and Bank Preferred
Shares Series 18 or other securities or consideration of the Bank or of a corporation resulting, surviving or continuing from
the capital reorganization, merger or amalgamation that such holder would have received had the Bank Deposit Note been
converted into Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18, as applicable, immediately prior to the
record date of the capital reorganization, merger or amalgamation. The entitlement of the Trust under the Subscription Right
will be similarly adjusted.

Additional Securities of the Trust

The Trust may issue, at any time and from time to time, additional Special Trust Securities of any series or Trust
Capital Securities of another series without the authorization of holders of NBC CapS — Series 1. If the Trust issues
additional series of Trust Capital Securities, the rights, privileges, restrictions and conditions attached to those additional
series may vary materially from those of the NBC CapS — Series 1. If the Trust issues such securities, the rights of the
holders of NBC CapS — Series 1 to receive the Indicated Yield from the Net Distributable Funds of the Trust on any Regular
Distribution Date and the right of the holders of NBC CapS — Series 1 to receive property of the Trust on termination of the
Trust will rank at least pari passu with the rights of the holders of Trust Capital Securities of one or more other series.

Trust Assets

Initially, the principal asset of the Trust will be the Bank Deposit Note, which will mature on June 30, 2056. If any
NBC CapS — Series | remain outstanding as of the date of maturity of the Bank Deposit Note, the Trust will invest the
proceeds received on repayment of the Bank Deposit Note in Eligible Investments acquired from the Bank. Each of the Trust
and the Bank have agreed, subject to Superintendent Approval, to enter into agreements by which the assets in which the
Trust may invest such proceeds after June 30, 2056 will be held by the Trust for the purpose of meeting its obligations to the
holders of any Trust Capital Securities outstanding at that time.

Book-Entry Only Form

Except as otherwise provided below, the NBC CapS — Series I will be issued in “book-entry only” form and must
be purchased or transferred through Participants in the depository service of CDS. Participants include securities brokers and
dealers, banks and trust companies. On the Closing Date, the Trust will arrange for a global certificate representing the NBC
CapS — Series 1 to be delivered to, and registered in the name of, CDS. Except as described below, no holder of NBC CapS
— Series | will be entitled to a certificate or other instrument from the Trust or CDS evidencing that hoider’s ownership
thereof, and no holder will be shown on the records maintained by CDS except through a book-entry account of a Participant
acting on behalf of such holder. Each holder of NBC CapS — Series 1 will receive a customer confirmation of purchase from
the registered dealer from which the NBC CapS — Series 1 are purchased in accordance with the practices and procedures of
that registered dealer. The practices of registered dealers may vary, but generally customer confirmations are issued promptly
after execution of a customer order.

CDS will be responsible for establishing and maintaining book-entry accounts for its Participants having interests in
the NBC CapS — Series 1. If (i) the book-entry only system ceases to exist, (ii) the Trust determines that CDS is no longer
willing or able to discharge properly its responsibilities as depository with respect to the NBC CapS — Series 1 and the Trust
is unable to locate a qualified successor, or (iii) the Trust at its option elects, or is required by applicable law or the rules of
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any securities exchange, to withdraw the NBC CapS — Series 1 from the book-entry only system, then physical certificates
representing the NBC CapS — Series 1 will be issued to holders thereof or their nominees.

None of the Bank, the Trustee, the Exchange Trustee or the Underwriters will assume any liability for (i) any aspect
of the records relating to the beneficial ownership of the NBC CapS — Series 1 held by CDS or the payments or deliveries
relating thereto, (ii) maintaining, supervising or reviewing any records relating to the NBC CapS — Series 1, or (iii) any
advice or representation made by or with respect to CDS relating to the rules governing CDS or any action to be taken by
CDS or at the direction of Participants. The rules governing CDS provide that it acts as the agent and depository for the
Participants. As a result, Participants must look solely to CDS, and persons, other than Participants having an interest in the
NBC CapS — Series 1, must look solely to Participants, for payments or deliveries made by or on behalf of the Trust or the
Bank to CDS in respect of the NBC CapS — Series 1.

Transfers

Transfers of ownership of NBC CapS — Series 1 will be effected only through records maintained by CDS for such
NBC CapS — Series 1 with respect to interests of Participants and on the records of Participants with respect to interests of
persons other than Participants. Holders of NBC CapS — Series 1 who are not Participants, but who desire to purchase, sell
or otherwise transfer ownership of or other interests in the NBC CapS — Series 1, may do so only through Participants. The
ability of a holder to pledge NBC CapS — Series | or otherwise take action with respect to such holder’s interest in NBC
Cap$S — Series 1 (other than through a Participant) may be limited due to the lack of a physical certificate. See “Risk Factors
— Risk Factors Specifically Associated with the NBC CapS — Series 1 — Liquidity of and Dealings in NBC CapS —
Series 17,

Payments and Deliveries

The Trust will make, or cause to be made, payments of the Indicated Yield in respect of NBC CapS — Series 1 to
CDS as the registered holder of the NBC CapS — Series 1 and the Trust understands that the payments will be forwarded by
CDS to Participants in accordance with CDS Procedures. Deliveries of Bank Preferred Shares Series 17 in respect of the
exercise of the Holder Exchange Right or deliveries of Bank Preferred Shares Series 18 upon an Automatic Exchange will be
made by or on behalf of the Trust to CDS as the registered holder of the NBC CapS — Series 1 and the Trust understands
that such shares will be forwarded by CDS to Participants in accordance with CDS Procedures. As long as CDS is the
registered owner of the NBC CapS — Series 1, except for tax purposes, CDS will be considered the sole owner of the NBC
CapS — Series | for the purposes of receiving payments on the NBC CapS — Series 1, including payment of the Indicated
Yield and the Early Redemption Price or Redemption Price on a redemption of the NBC CapS — Series 1 by the Trust, or the
delivery of the Bank Preferred Shares Series 17 and the Bank Preferred Shares Series 18 upon the exercise or operation of the
Exchange Provisions. As long as the NBC CapS — Series 1 are held in the CDS book-entry only system, the responsibility
and liability of the Trustee and/or the Bank in respect of the NBC CapS — Series 1 is limited to making payment of any
amount due on the NBC CapS — Series 1 and/or making delivery of the Bank Preferred Shares Series 17 and the Bank
Preferred Shares Series 18 in respect thereof to CDS or its nominee, as registered holder of NBC CapS — Series 1.

Special Trust Securities

Voting Rights

The Declaration of Trust will provide that the Special Trust Securities are voting. The holder of Special Trust
Securities will be entitled to vote in respect of, among other things (i) the termination of the Trust, as set forth under
“Description of the Trust Securities — Trust Capital Securities — Rights on Termination of the Trust”, (ii) the removal and
replacement of the Trustee and (iii) the removal and replacement of the Administrative Agent.

Distributions

On any Regular Distribution Date, the holder of the Special Trust Securities will be entitled to receive the Net
Distributable Funds, if any, of the Trust remaining after payment of the Indicated Yield on the NBC CapS — Series 1. On a
Distribution Date that is a Distribution Diversion Date, the holder of the Special Trust Securities will be entitled to receive
the Net Distributable Funds, if any, of the Trust and payment of the Indicated Yield will not be made on the NBC Cap§ —
Series 1. On a Bank Deposit Note Interest Payment Date that is also a Distribution Diversion Date, the interest then due and
payable on the Bank Deposit Note will be paid to the Trust which will then distribute such amount to the holder of the
Special Trust Securities to the extent of the Net Distributable Funds.
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Redemption

The Trust, with the consent of the holder of the Special Trust Securities, may redeem all or part of the Special Trust
Securities at any time but will not redeem all unless there are no Trust Capital Securities outstanding. Any such redemption
will require Superintendent Approval.

Rights on Termination of the Trust

In the event of a termination of the Trust, after the discharge of the obligations of the Trust to creditors, the holder of
the Special Trust Securities will be entitled to participate, pari passu with the holders of the NBC CapS — Series 1, in the
distribution of the remaining property of the Trust. On a termination of the Trust, the holder of the Special Trust Securities
will be entitled to receive an amount equal to the subscription price of the Special Trust Securities then outstanding
multiplied by the Termination Distributicn Ratio.

DESCRIPTION OF SHARE CAPITAL OF THE BANK

The authorized capital of the Bank consists of: (i) an unlimited number of Common Shares, without par value; (ii)
an unlimited number of First Preferred Shares, without par value, issuable for a maximum aggregate consideration of $1
billion or the equivalent thereof in foreign currencies; and (iii) 15 million Second Preferred Shares, without par value,
issuable for a maximum aggregate consideration of $300 million or the equivalent thereof in foreign currencies. As at May
18, 2006, there were 162,376,529 Common Shares, 16 million First Preferred Shares and no Second Preferred Shares issued
and outstanding.

Certain Provisions of the Bank Preferred Shares Series 17 and 18

The following is a summary of the rights, privileges, restrictions and conditions attaching to the Bank Preferred
Shares Series 17 and the Bank Preferred Shares Series 18 (for the purposes, of this section, the Bank Preferred Shares Series
17 and the Bank Preferred Shares Series 18 are collectively referred to as the “Bank Exchange Preferred Shares™). This
summary is qualified in its entirety by the by-laws of the Bank and the actual terms and conditions of the Bank Exchange
Preferred Shares.

Dividends

Holders of Bank Preferred Shares Series 17 will be entitled to receive semi-annual non-cumulative preferential cash
dividends, as and when declared by the Board of Directors and subject to the provisions of the Bank Act, equal to $ per
share (representing an annual yield of #%), payable on the last day of June and December in each year (each, a “Dividend
Payment Date” for the purposes of this paragraph). Holders of Bank Preferred Shares Series 18 will be entitled to receive
semi-annual non-cumulative preferential cash dividends, as and when declared by the Board of Directors and subject to the
provisions of the Bank Act, equal to $e per share (representing an annual yield of %), payable on each Dividend Payment
Date. If the Board of Directors does not declare the dividends, or any part thereof, on the Bank Exchange Preferred Shares on
or before the Dividend Payment Date for a particular semi-annual period, the rights of the holders of the Bank Exchange
Preferred Shares to receive such dividends, or any part thereof, for such semi-annual period will be extinguished.

Redemption

The Bank Exchange Preferred Shares will not be redeemable prior to June 30,2011. On and after that date, but
subject to the provisions of the Bank Act and Superintendent Approval and the provisions described below under
“Restrictions on Dividends and Retirement of Shares”, the Bank may redeem at any time all, or from time to time any part, of
the outstanding Bank Exchange Preferred Shares, without the consent of the holders, by the payment of an amount in cash for
each such share so redeemed equal to (i) $26.00 per share if redeemed on or prior to June 30, 2012; (ii) $25.75 per share if
redeemed after June 30, 2012 and on or prior to June 30, 2013; (iii) $25.50 per share if redeemed after June 30, 2013 and on
or prior to June 30, 2014; (iv) $25.25 per share if redeemed after June 30, 2014 and on or prior to June 30, 2015; or (v}
$25.00 per share if redeemed after June 30, 2015, plus, in each case, all déclared and unpaid dividends up to but excluding
the date fixed for redemption.

Written notice of any redemption will be given by the Bank at least 30 days and not more than 60 days prior to the
date fixed for redemption. If less than all the outstanding Bank Exchange Preferred Shares are at any time to be redeemed, the
shares to be redeemed will be selected by lot (in single shares or in units of 10 shares or less) or in such other manner as the
Board of Directors may determine.

24




Presentation for Redemption or Sale

A redemption or sale by a holder of the Bank Exchange Preferred Shares will be effected by the holder transferring
its Bank Exchange Preferred Shares to be redeemed or sold, as the case may be, to the account of the Bank or other
designated affiliate of the Bank in CDS (or, if the Bank Exchange Preferred Shares are not then issued in book-entry only
form, by depositing with the transfer agent for the Bank Exchange Preferred Shares, at one of its principal offices, certificates
representing such Bank Exchange Preferred Shares). ‘

Purchase for Cancellation

On and after June 30,2011, but subject to the provisions of the Bank Act, Superintendent Approval and the
provisions described below under “Restrictions on Dividends and Retirement of Shares”, the Bank may at any time purchase
for cancellation any Bank Exchange Preferred Shares in the open market or by tender or private contract at any price.

Rights on Liquidation

In the event of the liquidation, dissolution or winding-up of the Bank, the holders of the Bank Exchange Preferred
Shares will be entitled to receive $25 per share, together with any declared and unpaid dividends to the date of payment,
before any amount will be paid or any assets of the Bank distributed to the holders of the Bank Common Shares or any shares
ranking junior to the Bank Exchange Preferred Shares. The holders of the Bank Exchange Preferred Shares will not be
entitled to share in any further distribution of the property or assets of the Bank.

Restrictions on Dividends and Retirement of Shares

So long as any series of the Bank Exchange Preferred Shares are outstanding, the Bank will not at any time, without
the approval of the holders of such series of the Bank Exchange Preferred Shares given as specified below under “Bank
Preferred Shares Series 17 and 18 Shareholder Approval™: ‘

(a) declare or pay or set aside for payment any dividend on the Bank Common Shares or any other shares
ranking junior to the series of the Bank Exchange Preferred Shares (other than share dividends payable in
the form of shares ranking junior to the series of the Bank Exchange Preferred Shares);

(b) redeem, purchase or otherwise retire any Bank Common Shares or any other shares ranking junior to the
series of the Bank Exchange Preferred Shares (except out of the net cash proceeds of a substantially
concurrent issue of shares ranking junior to the series of the Bank Exchange Preferred Shares);

©) redeem, purchase or otherwise retire less than all the series of the Bank Exchange Preferred Shares; or

(d) except pursuant to any purchase obligation, sinking fund, retraction privilege or mandatory redemption
provisions attaching to any series of preferred shares of the Bank, redeem, purchase or otherwise retire any
other shares ranking on a parity with the series of the Bank Exchange Preferred Shares;

unless, in each case, all dividends on the series of the Bank Exchange Preferred Shares up to and including those
payable on the Dividend Payment Date for the last completed period for which dividends are payable and in respect of which
the rights of holders have not been extinguished, and all dividends then accrued on all other shares ranking senior to or on a
parity with the series of the Bank Exchange Preferred Shares up to the immediately preceding respective date or dates for
payment and in respect of which the right of the holders thereof have not been extinguished, have been declared and paid or
set aside for payment.

Issue of Additional Series of First Preferred Shares

The Bank may issue other series of First Preferred Shares ranking on parity with the Bank Exchange Preferred
Shares, without the authorization of the holders of the Bank Exchange Preferred Shares, if at the date of such issuance all
cumulative dividends up to and including the dividend payment for the last completed period for which such cumulative
dividends shall be payable shall have been declared and paid or set apart for payment in respect of each series of First
Preferred Shares then issued and outstanding and any declared and unpaid non-cumulative dividends shall have been paid or
set apart for payment in respect of each series of non-cumulative First Preferred Shares then issued and outstanding.

Amendments to Bank Preferred Shares Series 17 and 18

The Bank will not, without the approval of the holders of the Bank Exchange Preferred Shares and any holders of
NBC CapS — Series | then outstanding given as described below, delete or vary any rights, privileges, restrictions and
conditions attaching to the Bank Exchange Preferred Shares. In addition to this approval, the Bank will not without, but may
from time to time with, Superintendent Approval, make any such deletion or variation which might affect the classification
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afforded the Bank Exchange Preferred Shares from time to time for capital adequacy requirements pursuant to the Bank Act
or the Capital Guidelines.

Bank Preferred Shares Series 17 and 18 Shareholder Approvals

The approval of any amendments to the rights, privileges, restrictions and conditions attaching to a series of the
Bank Exchange Preferred Shares or all series of the Bank Exchange Preferred Shares, respectively, may be given by a
resolution carried by the affirmative vote of not less than 66% % of the votes cast at a meeting of holders of such series of the
Bank Exchange Preferred Shares or all series of the Bank Exchange Preferred Shares, respectively, at which at least 25% of
the outstanding shares of the series or all series, respectively, is represented or, if no quorum is present at that meeting, at a
meeting following such adjourned meeting at which no quorum requiremenit would apply. Pursuant to the Share Exchange
Agreement, the Bank will agree that, for as long as the NBC CapS — Series | remain outstanding, no amendment will be
made to the rights, privileges, restrictions and conditions of the Bank Exchange Preferred Shares (other than any amendments
relating to the Bank Exchange Preferred Shares as a class) without the prior approval of 66%% of the holders of the NBC
CapS — Series 1.

Voting Rights

Subject to applicable law, the holders of the Bank Exchange Preferred Shares as such will not be entitled to receive
notice of or to attend or to vote at any meeting of the shareholders of the Bank unless and until the first time at which the
Board of Directors has not declared the whole dividend on any of the Bank Exchange Preferred Shares in any semi-annual
period. In that event, the holders of the Bank Exchange Preferred Shares will be entitled to receive notice of and to attend
only meetings of shareholders at which directors are to be elected and will be entitled to elect one director at such meeting
and, for that purpose, will have one vote for each Bank Exchange Preferred Share held. The voting rights of the holders of the
Bank Exchange Preferred Shares will cease upon payment by the Bank of the first dividend on the Bank Exchange Preferred
Shares to which the holders are entitled after the time such voting rights first arose. The voting rights shall become effective
from time to time in accordance with these rules.

Book-Entry Only Form

Unless the Bank elects otherwise, the Bank Exchange Preferred Shares will be issued in “book-entry only” form,
and may be purchased, held and transferred in substantially the same manner as the NBC CapS — Series 1. See “Description
of the Trust Securities — Trust Capital Securities — Book-Entry Only Form”.

Listing of Bank Preferred Shares Series 17 and 18

Pursuant to the Share Exchange Agreement, the Bank will undertake to list on the TSX any Bank Preferred Shares
Series 17 or Bank Preferred Shares Series 18 issued upon the exercise of the Exchange Provisions.

Dividend Policy

The declaration and payment of future dividends and the amount thereof will be subject to the discretion of the
Board of Directors, and will be dependent upon the results of operations, ﬁnancial condition, cash requirements and future
prospects of, and regulatory restrictions on the payment of dividends by, the Bank and other factors deemed relevant by the
Board of Directors. In certain circumstances, the Bank may not declare dividends on the Bank Common Shares, the First
Preferred Shares and the Second Preferred Shares. See “Description of the Trust Securities — Trust Capital Securities —
Dividend Stopper Undertakings™ and “Bank Act Restrictions”.

BANK ACT RESTRICTIONS

The Bank Act contains restrictions on the issue, transfer, acquisition, beneficial ownership and voting of all shares
of a chartered bank. The following is a summary of such restrictions. No person, or persons acting jointly or in concert, shall
be a major shareholder of a bank if the bank has equity of $5 billion or more. While the equity of the Bank is less than $5
billion and the Bank Act would otherwise permit a person to own up to 65 % of any class of shares of the Bank, the Bank is
deemed to be a bank to which the ownership restrictions for banks with equity of $5 billion or more apply until the Minister
of Finance (Canada) specifies, on application by the Bank, that these restrictions no longer apply to the Bank.

A person is a major shareholder of a bank where (i) the aggregaté of shares of any class of voting shares owned by
that person, by entities controlled by that person and by any person associated or acting jointly or in concert with that person
is more than 20% of that class of voting shares; or (ii) the aggregate of shares of any class of non-voting shares beneficially
owned by that person, by entities controlled by that person and by any person associated or acting jointly or in concert with
that person is more than 30% of that class of non-voting shares. No person; or persons acting jointly or in concert, shall have
a significant interest in any class of shares of a bank, including the Bank, unless the person first receives the approval of the
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Minister of Finance (Canada). For purposes of the Bank Act, a person has a significant interest in a class of shares of a bank
where the aggregate of any shares of the class beneficially owned by that person, by entities controlled by that person and by
any person associated or acting jointly or in concert with that person (as contemplated by the Bank Act) exceeds 10% of all
of the outstanding shares of that class of shares of such bank.

Purchasers of NBC CapS — Series 1 (and Participants) may be required to furnish declarations relating to
ownership (and ownership by clients of such Participants) in a form prescribed by the Bank. The Bank may not register a
transfer or issue shares to a person who has failed to obtain any requisite approval of the Minister of Finance as described
above and such person is prohibited from exercising any voting rights attaching to such shares of the Bank.

The Bank Act also prohibits the registration of a transfer or issue of any shares of the Bank to Her Majesty in right
of Canada or of a province or any agent or agency of Her Majesty in either of those rights, or to government of a foreign
country or any political subdivision, agent or agency of an of them. :

The Bank Act prohibits any person from exercising voting rights attached to shares of the Bank beneficially owned
by Her Majesty in right of Canada or of a province or any agent or agency of Her Majesty in either of those rights, or by the
government of a foreign country, or any political subdivision, agent or agency of any of them.

Under the Bank Act, the Bank cannot redeem or purchase any of its shares, including the Bank Preferred Shares
Series 17 or the Bank Preferred Shares Series 18 unless the consent of the Superintendent has been obtained. In addition, the
Bank Act prohibits the payment to purchase or redeem any shares or the payment of a dividend if there are reasonable
grounds for believing that the Bank is, or the payment would cause the Bank to be, in contravention of the Bank Act
requirement to maintain, in relation to its operations, adequate capital and appropriate forms of liquidity and to comply with
any regulations or directions of the Superintendent in relation thereto. In addition, under the Bank Act, the Bank is restricted
from declaring and paying a dividend in any financial year without Supenntendent Approval if, on the day the dividend is
declared, the total of all dividends paid by the Bank in that year would exceed the aggregate of the Bank’s net income up to
that day in the year and of its retained net income for the preceding two financial years.

DESCRIPTION OF THE BANK DEPOSIT NOTE

The following is a summary of the terms and conditions attachlng to the Bank Deposit Note. This summary is
qualified in its entirety by the terms of the Bank Deposit Note.

Interest

Interest on the Bank Deposit Note will be payable at a fixed annual rate of ¢ %, payable in equal semi-annual
installments in arrears of $e per $1,000 principal amount of the Bank Deposit Note on each Bank Deposit Note Interest
Payment Date, commencing December 31, 2006 to and including June 30, 2016. Following June 30, 2016, the Bank Deposit
Note will bear interest at a fixed annual rate equal to the Bankers’ Acceptance Rate in effect during the Distribution Period
immediately preceding the relevant Bank Deposit Note Interest Payment Date plus ¢ %. The initial interest payment due on
December 31, 2006 will be approximately $o per $1,000 principal amount of the Bank Deposit Note, assuming a Closing
Date of e, 2006. Interest on the Bank Deposit Note will be payable to the Trust on every Bank Deposit Note Interest Payment
Date regardless of whether that date is a Regular Distribution Date or a Distribution Diversion Date.

Redemption at the Option of the Bank

On and after June 30, 2011 and on any Bank Deposit Note Interest Payment Date thereafter, the Bank Deposit Note
will be redeemable at the option of the Bank in whole or in part without the consent of the holder, subject to Superintendent
Approval and upon not less than 30 nor more than 60 days’ prior written notice by the Bank for an amount in cash equal to (i)
a cash amount per $1,000 principal amount of the Bank Deposit Note to be redeemed equal to the greater of (A) an amount
equal to $1,000 plus any accrued and unpaid interest thereon to, but excluding, the date of redemption per $1,000 principal
amount of the Bank Deposit Note to be redeemed (the “Deposit Note Redemption Price”) and (B) the Deposit Note Canada
Yield Price (the greater of (A) and (B) being the “Deposit Note Early Redemption Price™), if the Bank Deposit Note is
redeemed prior to June 30,2016 and (ii) the Deposit Note Redemption Price, if the Bank Deposit Note is redeemed on or
after June 30,2016. If the Bank has redeemed the Bank Deposit Note, in whole or in part, the Trust will be required to
redeem a corresponding amount of NBC CapS — Series 1. It is the intention of the Trust to use the proceeds of redemption
received in respect of the Bank Deposit Note to make payment to the holders of the NBC CapS — Series 1 to be redeemed,
as required.

“Deposit Note Canada Yield Price” means a price per $1,000 principal amount of the Bank Deposit Note to be
redeemed calculated to provide an annual yield thereon to June 30, 2016 equal to the Government of Canada Yield plus » %,
determined on the Business Day immediately preceding the date on which the Bank has given notice of the redemption of the
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Bank Deposit Note (including as a result of the occurrence of a Special Event) plus accrued and unpaid interest thereon to the
date of redemption.

Conversion at Option of the Holder

Each $1,000 principal amount of the Bank Deposit Note will be convertible at any time at the option of the holder
into 40 Bank Preferred Shares Series 17. The Trust will exercise its right to convert the Bank Deposit Note in circumstances
in which holders of NBC CapS — Series 1 exercise the Holder Exchange Right to acquire Bank Preferred Shares Series 17,
5o as to enable the Trust to fulfill its obligations under the Holder Exchangé Right. Upon any such conversion of the Bank
Deposit Note, the Bank Preferred Shares Series 17 so acquired by the Trust will be delivered to the holders of NBC CapS —
Series 1 who have exercised the Holder Exchange Right in accordance with their respective entitlements.

The right to convert the Bank Deposit Note into Bank Preferred Shares Series 17 is called the “Deposit Note
Conversion Right”.

(
|

Redemption Upon Special Event

Upon the occurrence of a Special Event, the Bank, at its option, and with Superintendent Approval, and on not less
than 30 nor more than 90 days prior written notice, may redeem at any time the Bank Deposit Note in whole (but not in part),
without the consent of the holder, for an amount in cash for each $1,000 principal amount of each Bank Deposit Note being
redeemed equal to (i) the Deposit Note Early Redemption Price, if the Bank Deposit Note is redeemed prior to June 30, 2016,
and (ii) the Deposit Note Redemption Price, if the Bank Deposit Note is redeemed on or after June 30, 2016. If the Bank has
redeemed the Bank Deposit Note, the Trust will be required to redeem all of the NBC CapS — Series 1.

Purchase for Cancellation

On and after June 30, 2011, the Bank Deposit Note may be purchased, in whole or in part, subject to the provisions
of the Bank Act and Superintendent Approval, in the open market or by tender or by private contract at any price. Any part of
the Bank Deposit Note purchased by the Bank will be cancelled and will not'be reissued.

Events of Default

Failure by the Bank to make payments or to satisfy its other obligations under the Bank Deposit Note will not entitle
the Trust to accelerate the Bank Deposit Note.

Priority of the Bank Deposit Note

The Bank Deposit Note will rank on a parity with all other deposit.and unsubordinated liabilities of the Bank. Upon
any distribution of assets of the Bank to creditors upon any dissolution, winding-up, liquidation, reorganization, bankruptcy
or insolvency, all principal and accrued interest due on the Bank Deposit Note must be paid in full before holders of junior or
subordinated debentures are entitled to receive any payment. If a liquidation, dissolution or winding-up of the Bank occurs,
the Bank Deposit Note will rank in priority to any shares of the Bank with respect to payments and the distribution of assets.

Maturity Date

The Bank Deposit Note will mature on June 30, 2056. On maturity of the Bank Deposit Note, the Bank will be
required to pay the principal amount of the Bank Deposit Note and any accrued and unpaid interest thereon to the Trust in
cash. If any NBC CapS — Series 1 remain outstanding as of that date, the Trust will invest the proceeds received on
repayment of the Bank Deposit Note in Eligible Investments, for a price equal to the fair market value thereof. If, following
maturity of the Bank Deposit Note, a holder of NBC CapS — Series 1 exercises the Holder Exchange Right, the Trust will
subscribe for, and the Bank has agreed to issue, pursuant to the Subscription Right, Bank Preferred Shares Series 17 to satisfy
the Trust’s obligation to deliver 40 Bank Preferred Shares Series 17 for each NBC CapS — Series 1 tendered for exchange
pursuant to the exercise of the Holder Exchange Right. The Bank Preferred Shares Series 17 tendered will then be delivered
to the relevant holders of NBC CapS — Series 1 and the NBC CapS — Series 1 will be cancelled.

CANADIAN FEDERAL INCOME TAX CONSIDERATIONS

In the opinion of McCarthy Tétrault LLP, counse) to the Trust, and Osler, Hoskin & Harcourt LLP, counsel to the
Underwriters, the following is a summary of the principal Canadian federal income tax considerations generally applicable to
the Trust and a holder of NBC CapS — Series 1 who acquires NBC CapS — Series 1 under the Offering and who, for
purposes of the Tax Act and at all relevant times, (i) is resident or deemed to be resident in Canada, (ii) deals at arm’s length
and is not affiliated with the Bank or the Trust, (iii) holds NBC CapS — Se(ies 1, any Bank Preferred Shares Series 17 or any
Bank Preferred Shares Series 18 as capital property, (iv) is not exempt from tax under Part I of the Tax Act, and (v} does not
hold NBC CapS — Series I, any Bank Preferred Shares Series 17 or any Bank Preferred Shares Series 18 in a Deferred
Income Plan or other tax-exempt plan. This summary does not take into account the “mark-to-market” rules contained in the
Tax Act which apply to certain financial institutions. Furthermore, the part of this summary dealing with the Bank Preferred
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Shares Series 17 and the Bank Preferred Shares Series 18 does not apply to a specified financial institution (as defined in the
Tax Act) that receives (or is deemed to receive), alone or together with persons with whom it does not deal at arm’s length, in
the aggregate dividends in respect of more than 10% of the Bank Preferred Shares Series 17 or the Bank Preferred Shares
Series 18 outstanding at the time a dividend is received. This summary also assumes that all issued and outstanding Bank
Preferred Shares Series 17 and Bank Preferred Shares Series 18 are listed on a prescribed stock exchange in Canada (as
defined in the Tax Act) at such times as dividends (including deemed dividends) are paid or received on such shares.

The summary is of a general nature only and is not intended to be, nor should it be construed to be, legal or
tax advice to any particular investor. Consequently, investors are urged to consult their own tax advisors with respect
to their particular circumstances.

This summary is based upon the current provisions of the Tax Act and the regulations issued thereunder, all specific
proposals to amend the Tax Act and the regulations publicly announced by or on behalf of the Minister of Finance (Canada)
prior to the date hereof, and counsel’s understanding of the current administrative and assessing policies of the Canada
Revenue Agency (the “Agency”). This summary is not exhaustive of all possible Canadian federal income tax considerations
and, except as mentioned above, does not take into account any changes in law or administrative and assessing policies,
whether by legislative, governmental or judicial decision or action, nor does it take into account or consider any other federal
tax considerations or provincial, territorial or foreign tax considerations. With respect to the proposed amendments to the Tax
Act and the regulations, no assurance can be given that the proposed amendments will become law as proposed or at all.

NBC Cap$S — Series 1

Taxation of the Trust

The Declaration of Trust requires that, in each taxation year of the Trust, the net income, including net realized
taxable capital gains, if any, of the Trust as would otherwise be taxable in the Trust will be payable to holders of Trust
Securities. Consequently, the Trust will not be liable for income tax under Part I of the Tax Act. Capital or income losses
incurred by the Trust cannot be allocated to holders of the Trust Securities but may, subject to certain limitations, be deducted
by the Trust from taxable capital gains or net income realized in other years. As a registered investment, the Trust is
potentially subject to special taxes under the Tax Act. The Declaration of Trust requires the Trust to restrict its investments to
the effect that it is not expected to be subject to any of these special taxes.

The Tax Act provides for a special tax on the designated income of certain trusts which have designated
beneficiaries. This special tax will not apply to the Trust.

Taxation of Holders of NBC CapS — Series 1

Distributions

A holder of NBC CapS — Series | will be required to include in computing its income for a taxation year all net
income, including net realized taxable capital gains, if any, paid or payable to it in that taxation year. All or substantially all
of the amounts payable to holders of NBC CapS — Series 1 are expected to be treated as income from a trust, rather than
capital gains, for income tax purposes. ‘

Disposition

A holder of NBC CapS — Series 1 who disposes of or is deemed to dispose of NBC CapS — Series 1 will generally
realize a capital gain (or sustain a capital loss) to the extent that the proceeds of disposition, net of any reasonable costs of
disposition, exceed (or are less than) the adjusted cost base of the NBC CapS — Series ! to the holder. A disposition or
deemed disposition of a holder’s NBC CapS — Series 1 will be considered to occur on, among other events: (i) an exchange
of the NBC CapS — Series 1 for Bank Preferred Shares Series 17 pursuant to the exercise by a holder of the Holder
Exchange Right (in which event a holder’s proceeds of disposition generally will be equal to the fair market value of the
Bank Preferred Shares Series 17 received on the exchange), (ii) an exchange of the NBC CapS — Series 1 for Bank Preferred
Shares Series 18 pursuant to the operation of the Automatic Exchange (in which event a holder’s proceeds of disposition
generally will be equal to the fair market value of the Bank Preferred Shares Series 18 received on the exchange), (iii) a
redemption of the NBC CapS — Series 1 on the Trust Special Event Redemption Right or the Trust Redemption Right (in
which event a holder’s proceeds of disposition will be equal to the Redemption Price; in cases where the Early Redemption
Price is payable, the excess of the Early Redemption Price over the Redemption Price will be allocated to the holder as
income) and (iv) a termination of the Trust.
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Share Exchange Agreement

The Bank and the Trust have been advised by National Bank Financial Inc. that the value to holders of the rights
under the Share Exchange Agreement is nominal and, therefore, the Bank is of the view that no amount should be allocated
to such rights. However, this determination is not binding on the Agency.

Bank Common Shares and Bank Preferred Shares Series 17 and 18

Dividends

Dividends (including deemed dividends) received on the Bank Preferred Shares Series 17 or the Bank Preferred
Shares Series 18 by an individual will be included in the individual’s income and will be subject to the gross-up and dividend
tax credit rules normally applicable to taxable dividends received from taxable Canadian corporations. On May 2, 2006, the
Minister of Finance announced a proposal to enhance the gross-up and tax credit available for eligible dividends, including
dividends paid by public corporations, paid after 2005 to eligible shareholders. Dividends (including deemed dividends) on
the Bank Preferred Shares Series 17 or the Bank Preferred Shares Series 18 received by a corporation to which this part of the
summary applies will be included in computing its income and will generally be deductible in computing its taxable income.

The Bank Preferred Shares Series 17 and the Bank Preferred Shares Series 18 will be taxable preferred shares as
defined in the Tax Act. The terms of the Bank Preferred Shares Series 17 and the Bank Preferred Shares Series 18 require the
Bank to make an election under Part V1.1 of the Tax Act so that corporate shareholders will not be subject to tax under Part
1V.1 of the Tax Act on dividends received (or deemed to be received) on the Bank Preferred Shares Series 17 and the Bank
Preferred Shares Series 18.

A private corporation, as defined in the Tax Act, or any other ‘corporation controlled, whether by reason of a
beneficial interest in one or more trusts or otherwise, by or for the benefit of an individual (other than a trust) or a related
group of individuals (other than trusts), will generally be liable to pay a 33!4% refundable tax under Part IV of the Tax Act
on dividends received (or deemed to be received) on the Bank Preferred Shares Series |7 and the Bank Preferred Shares
Series 18 to the extent such dividends are deductible in computing its taxable income.

Redemption

If the Bank redeems for cash or otherwise acquires the Bank Preferred Shares Series 17 and the Bank Preferred
Shares Series 18, respectively, other than by a purchase in the manner in which these shares are normally purchased by a
member of the public in the open market, the holder will be deemed to have received a dividend equal to the amount, if any,
paid by the Bank, as applicable, in excess of the paid-up capital of such shares at such time. The difference between the
amount paid and the amount of the deemed dividend will be treated as proceeds of disposition for the purposes of computing
the capital gain or capital loss arising on the disposition of such shares. In the case of a corporate shareholder, it is possible
that in certain circumstances all or part of the amount so deemed to be a d1v1dend may be treated as proceeds of disposition
and not as a dividend.

Other Dispositions

A holder of Bank Preferred Shares Series 17 or Bank Preferred Shares Series 18 who disposes of or is deemed to
dispose of the Bank Preferred Shares Series 17 or the Bank Preferred Shares Series 18 will generally realize a capital gain (or
sustain a capital loss) to the extent that the proceeds of disposition, net of any reasonable costs of disposition, exceed (or are
less than) the adjusted cost base of such shares to the holder thereof. The amount of any deemed dividend arising on the
redemption, acquisition or cancellation by the Bank of the Bank Preferred Shares Series 17 or the Bank Preferred Shares
Series 18 will generally not be included in computing a holder’s proceeds of disposition for purposes of computing the
capital gain or loss arising on the disposition of such shares. If the shareholder is a corporation, any such capital loss may in
certain circumstances be reduced by the amount of any dividends, including deemed dividends, which have been received on
such shares. Analogous rules apply to a partnership or trust of which a corporation, trust or partnership is a member or
beneficiary.

Tax Treatment of Capital Gains and Losses

Generally, one-half of a capital gain will be included in computing the holder’s income as a taxable capital gain and
one-half of a capital loss may be deducted from the holder’s taxable capital gains in accordance with the rules contained in
the Tax Act. Taxable capital gains of a Canadian-controlled private corporation may be subject to an additional refundable
tax of 6% % of such taxable gains. Capital gains realized by an individual may give rise to alternative minimum tax under the
Tax Act.
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PLAN OF DISTRIBUTION

Pursuant to an agreement (the “Underwriting Agreement™) dated ¢, 2006 between the Trust, the Bank and National
Bank Financial Inc., o, ¢ and e (collectively, the “Underwriters”), the Trust has agreed to sell, and the Underwriters have
agreed to purchase, on e, 2006, or on such other date not later than , 2006 as may be agreed upon, all but not less than all of
the « NBC CapS — Series 1 at a price of $1,000 per NBC CapS — Series 1, subject to the terms and conditions set forth in
the Underwriting Agreement. The Trust has agreed to pay to the Underwriters a fee of $10.00 for each NBC CapS — Series 1
sold. Based on the expected sales of the NBC CapS — Series 1, the aggregaté Underwriters’ fee will be $e.

The Underwriting Agreement also provides that the Underwriters may, at their discretion, terminate their obligations
thereunder upon the occurrence of certain stated events.

The Offering is being made concurrently in all provinces of Canada. The NBC CapS — Series 1 have not been and
will not be registered under the United States Securities Act of 1933, as amended. The Underwriters have agreed not to,
directly or indirectly, offer for sale or sell the NBC CapS — Series 1 in the United States or to or for the account or benefit of
any U.S. Person within the meaning of applicable U.S. securities laws. The Underwriters are however obligated to take up
and pay for all of the NBC CapS — Series 1 if any of the NBC CapS —, Serles 1 are purchased under the Underwriting
Agreement.

National Bank Financial Inc., one of the Underwriters, is an indirect wholly-owned subsidiary of the Bank. Each of
the Trust and the Bank is a related issuer of National Bank Financial Inc. under applicable securities legislation by virtue of
the Bank’s interest in the Trust and National Bank Financial Inc. The terms of the Offering were negotiated at arm’s length
between the Bank, the Trust and the Underwriters. National Bank Financial Inc. will not receive any benefit in connection
with the Offering other than as described herein. ¢, an underwriter in respect of which neither the Trust nor the Bank is a
related or connected issuer, has participated in the structuring and pricing of the Offering, and in the due diligence activities
performed by the Underwriters for the Offering.

Pursuant to policy statements of certain securities regulators, the Underwriters may not, throughout the period of
distribution under this prospectus, bid for or purchase NBC CapS — Series 1. The foregoing restriction is subject to certain
exceptions, as long as the bid or purchase is not engaged in for the purpose of creating actual or apparent active trading in or
raising the price of such securities. These exceptions include a bid or purchase permitted under the Universal Market Integrity
Rules administered by Market Regulation Services Inc. relating to market stabilization and passive market making activities
and a bid or purchase made for and on behalf of a customer when the order was not solicited during the period of distribution
provided that the bid or purchase was not engaged in for the purpose of creating actual or apparent active trading in, or
raising the price of, such securities. Pursuant to the first mentioned exception, in connection with this Offering and subject to
applicable law, the Underwriters may effect the transactions which stabilize or maintain the market price of such securities at
levels other than those which might otherwise prevail on the open market. Such transactions, if commenced, may be
discontinued at any time.

RATINGS

The NBC CapS — Series 1 are provisionally rated “A (low)” yn with a stable trend by DBRS, “P-2 (High)”
Canadian national scale and “BBB+" global scale by S&P and “A3” by Moody’s. Credit ratings are intended to provide
investors with an independent measure of the credit quality of an issue of securities and are indicators of the likelihood of the
payment capacity and willingness of a company to meet its financial commitment on an obligation in accordance with the
terms of the obligation.

The “A (low)” yn rating assigned to the NBC CapS — Series 1 i$ the third highest rating of DBRS’s nine rating
categories, which range from AAA to C. “P-2" is the second highest of the eight categories used by S&P in its Canadian
national preferred share rating scale and a “BBB+” rating by S&P is the fourth highest of the ten rating categories, which
range from AAA to D used by S&P in its global scale. The “A3” rating is the third highest of nine categories of rating, which
range from Aaa to C, available from Moody’s for debt generally. DBRS uses “high” and “low™ designations, S&P uses the
“High”, “Mid” and “Low” designations for its Canadian national preferred share scale and the + or w designations for its
global scale, and Moody’s uses “1”, “2” and “3” modifiers, in each case to indicate the relative standing of the securities
being rated within a particular rating category. Prospective purchasers of the NBC CapS — Series 1 should consult the
relevant rating organization with respect to the interpretation and implications of the foregoing provisional ratings.

The credit ratings assigned to the NBC CapS — Series | are not recommendations to purchase, hold or sell the NBC
CapS — Series 1. The credit ratings do not address market price or suitability for a particular investor. The credit ratings
assigned to the NBC CapS — Series 1 may not reflect the potential impact of all risks on the value of the NBC CapS —
Series 1. In addition, real or anticipated changes in the credit assigned to the NBC CapS — Series | will generally affect the
market value of the NBC CapS — Series 1. There can be no assurance that these ratings will remain in effect for any given

31



period of time or that the ratings will not be revised or withdrawn entirely in the future by DBRS or S&P’s if in their
judgment circumstances so warrant.

USE OF PROCEEDS

The gross proceeds to the Trust from the sale of the NBC CapS — Series | will be $e. The Trust will use the gross
proceeds to be received on closing of the Offering to purchase the Bank Deposit Note.

The Bank expects that the proceeds from the sale of the NBC CapS — Series 1 will be included in the Tier 1 Capital
of the Bank (assuming the Superintendent approves the inclusion of NBC CapS — Series 1 as Tier 1 Capital of the Bank).
See “National Bank of Canada — Capital Adequacy Requirements”. The Bank intends to use the proceeds from the sale of
the Bank Deposit Note for general corporate purposes.

LEGAL PROCEEDINGS!

The Bank and its subsidiaries are engaged in litigation arising in the ordinary course of business. None of this
litigation, however, is expected to have a material adverse effect on the consolidated financial position or resuits of
operations of the Bank. The Trust is not engaged in any litigation.

RISK FACTORS

Investors should carefully consider the risks described below before deciding whether to invest in any NBC CapS —
Series 1. Investors should also carefully consider any risks that may be described in other filings the Bank makes with
securities or banking regulators including, without limitation, the section entitled “Management’s Discussion and Analysis”
contained in the Bank's Annual Report for the year ended October 31, 2005 incorporated by reference in this prospectus.
Additional risks and uncertainties not presently known to the Bank may also impair its business operations. If it does not
successfully address any of the risks described below or in other filings incorporated by reference, there could be a material
adverse effect on its business, financial condition or results of operations. As a result, the Bank cannot assure an investor
that it will successfully address these risks.

Risk Factors Specifically Associated with the NBC CapS — Series 1

Automatic Exchange of NBC CapS — Series 1 for Bank Preferred Shares Series 18

The purchase of NBC CapS — Series 1 involves risk with respect to the performance and capital levels of the Bank.
If a Loss Absorption Event occurs, the NBC CapS — Series 1 will be automatically exchanged for Bank Preferred Shares
Series 18, without the consent of the holders. These shares would then be an investment in the Bank and not in the Trust. As
a result, holders of NBC CapS — Series 1 could become shareholders of the Bank at a time when the Bank’s financial
condition is deteriorating or when the Bank has become insolvent or bankrupt or resolved to wind-up or had been ordered
wound-up or liquidated. An investment in the Bank is also subject to certain risks that are distinct from the risks associated
with an investment in the Trust, including the general risks inherent in equity investments in depository institutions. In the
event of a liquidation of the Bank, the claims of depositors and creditors of the Bank would be entitled to a priority of
payment over the claims of holders of equity interests such as Bank Preferred Shares Series 17 or Bank Preferred Shares
Series 18. If the Bank were to become insolvent or bankrupt or resolved to wind-up or was ordered wound-up or liquidated
after the Automatic Exchange or if the Automatic Exchange were to occur after the insolvency of the Bank, the holders of
Bank Preferred Shares Series 18 may receive, if anything, substantially less than the holders of the NBC CapS — Series 1
would have received had the NBC CapS — Series 1 not been exchanged for Bank Preferred Shares Series 18. Potential
investors in the NBC CapS — Series 1 should carefully consider the description of the Bank set forth under “National Bank
of Canada™. See also “Description of the Trust Securities — Trust Capital Securities — Automatic Exchange”.

Indicated Yield is Non-Cumulative

The Indicated Yield on the NBC CapS — Series 1 is non-cumulative. The Indicated Yield on the NBC CapS —
Series | is payable by the Trust on each Regular Distribution Date out of the Net Distributable Funds of the Trust. If the
Indicated Yield on the NBC CapS — Series 1 for any Distribution Date, is not paid by reason of the occurrence of a
Distribution Diversion Event, holders of NBC CapS — Series 1 will not be entitled to receive the Indicated Yield. See
“Description of the Trust Securities — Trust Capital Securities — Indicated Yield”.

Interest Rate Risk

Prevailing yields on similar securities will affect the market value of the NBC CapS — Series 1, Bank Preferred
Shares Series 17 and Bank Preferred Shares Series 18. Assuming all other factors remain unchanged, the market value of the
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NBC CapS — Series 1, Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18 will decline as prevailing
yields for similar securities rise.

Perpetual Nature of NBC CapS — Series 1

The NBC CapS — Series 1, Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18 have no fixed
final maturity date and the holders of NBC CapS — Series 1, Bank Preferred Shares Series 17 and Bank Preferred Shares
Series 18 have no rights to call for the redemption of such securities.

Restrictions on Ownership of Bank Shares

Under the Bank Act, no person shall have a significant interest in any class of shares of the Bank, unless the person
first receives the approval of the Minister of Finance (Canada). See “Bank Act Restrictions”. Accordingly, the right of a
holder to exchange all or some of the NBC CapS — Series 1 held by it may be restricted. In addition, certain holders of NBC
CapS — Series 1 who are to acquire Bank Preferred Shares Series 17 and Bank Preferred Shares Series 18 upon the exercise
or operation of the Exchange Provisions may have some or all of such shares disposed of on their behalf pursuant to the
procedures referred to under “Description of the Trust Securities — the Trust Capital Securities — Holder Exchange Right” and
“Description of the Trust Securities — the Trust Capital Securities — Automatic Exchange”.

Liquidity of and Dealings in NBC CapS — Series 1

While the NBC CapS — Series 1 wil be eligible for resale in the public market, it is not expected that the NBC
CapS — Series 1 will be listed on any stock exchange. There can be no assurance that an active trading market will develop
or be sustained or that the NBC CapS — Series 1 may be resold at or above the initial public offering price. The ability of a
holder to pledge NBC CapS — Series 1 or otherwise take action with respect to its interest in NBC CapS — Series 1 (other
than through a Participant) may be limited due to the lack of a physical certificate. No prediction can be made as to the effect,
if any, that future issues of Trust Capital Securities, or the availability of such Trust Capital Securities for future issue, will
have on the market price of issued NBC CapS — Series 1 prevailing from time to time. Issues from treasury or sales in the
public market by holders of NBC CapS — Series 1 involving substantial numbers or principal amounts of NBC CapS —
Series | in the public market, or the perception that such issues or sales could occur, could adversely affect prevailing market
prices for such NBC CapS — Series 1 and the issuer’s ability to raise additional capital in the equity and debt markets.

MATERIAL CONTRACTS
The material contracts to be entered into by the Trust in connection with the Offering are as follows:
1. the Declaration of Trust described under “The Trust”;

the Administration Agreement described under “The Trust — Administrative Agent”;

3. the Share Exchange Agreement described under “Description of the Trust Securities — Trust Capital Securities — Share
Exchange Agreement”;

4. the Subscription Agreement described under “Summary — Use of Proceeds™;

5. the Deposit Note Purchase Agreement described under “The Trust — Business of the Trust™;

6. the Credit Facility described under “The Trust — Liquidity™; and

7. the Underwriting Agreement described under “Plan of Distribution”.

PRINCIPAL HOLDERS OF SECURITIES
It is intended that, at all times following the Closing Date, the Bank will own all of the Special Trust Securities. See
“Capitalization of the Trust”.
INTERESTS OF THE BANK AND ITS AFFILIATES IN MATERIAL TRANSACTIONS
Pursuant to the Administration Agreement, the Bank will administer the day-to-day operations of the Trust.

National Bank Financial Inc. is an indirect wholly-owned subsidiary of the Bank and will receive a portion of the

underwriting fee payable by the Trust on account of services rendered in connection with the Offering. See “Plan of
Distribution”.

The Bank and its affiliates may have interests which are not identical to those of the Trust. Consequently, conflicts
of interest may arise with respect to transactions, including the renewal, termination or modification of the Administration
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Agreement. It is the intention of the Trust and the Bank that any agreements and transactions between the Trust, on the one
hand, and the Bank and its affiliates, on the other hand, are fair to all parties and consistent with market terms and conditions.
The Trustee is a wholly-owned subsidiary of the Bank.

EXPERTS

Certain legal matters in connection with the Offering will be passed upon by McCarthy Tétrault LLP, on behalf of
the Trust and the Bank, and by Osler, Hoskin & Harcourt LLP, on behalf of the Underwriters. The partners, counsel and
associates of McCarthy Tétrault LLP and Osler, Hoskin & Harcourt LLP, as a group, beneficially own, directly or indirectly,
less than 1% of any class of security issued by the Trust and the Bank.

TRANSFER AGENT AND REGISTRAR AND EXCHANGE TRUSTEE

Computershare Trust Company of Canada will act as transfer agent, registrar and exchange trustee for the NBC
CapS — Series | (the “Exchange Trustee”). The NBC CapS — Series 1 will be issued in book-entry only form through CDS.
See “Description of the Trust Securities — Trust Capital Securities — Book-Entry Only Form”. Subject to the CDS
Procedures, registration and transfer of the NBC CapS — Series 1 may be effected at the principal office of CDS in Toronto,
Ontario.

AUDITORS

Samson Bélair/Deloitte & Touche s.en.c.r.l., Chartered Accountants, Montréal, Québec are the auditors of the Trust.

PROMOTER

The Bank is the promoter of the Trust by reason of its taking the initiative in creating, structuring and promoting the
Trust. The Bank will not receive any benefits, directly or indirectly, from the issuance of the NBC CapS — Series 1 other
than as described in this prospectus. See “The Trust — Business of the Trust”.

Under the Administration Agreement, the Bank, as Administrative Agent, will provide various services in
connection with the Offering and the ongoing operations, maintenance and regulatory compliance of the Trust. The Bank will
receive an administration fee under the Administration Agreement.

STATUTORY RIGHTS OF WITHDRAWAL AND RESCISSION

Securities legislation in several of the provinces provides purchasers with the right to withdraw from an agreement
to purchase securities within two business days after receipt or deemed receipt of a prospectus and any amendment. In several
of the provinces, securities legislation further provides a purchaser with remedies for rescission, price revision or, in some
jurisdictions, damages where the prospectus and any amendment contains a misrepresentation or is not delivered to the
purchaser, provided that such remedies for rescission or damages are exercised by the purchaser within the time limit
prescribed by the securities legislation of the purchaser’s province. The purchaser should refer to any applicable provisions of
the securities legislation of the purchaser’s province for the particulars of these rights or consult with a legal advisor.
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COMPILATION REPORT
ON PRO FORMA BALANCE SHEET

To the Trustee of NBC Capital Trust

We have read the accompanying unaudited pro forma balance sheet of NBC Capital Trust (the “Trust”) as at May ¢, 2006 and
have performed the following procedures.

Compared the figures in the column captioned “As at May +, 2006” to the audited balance sheet of the Trust as at May e,
2006, and found them to be in agreement.

Made enquiries of certain officials of the Trust who have responsibility for financial and accounting matters about:
(a) the basis for determination of the pro forma adjustments; and

(b) whether the pro forma balance sheet comply as to form in all material respects with the requirements of the various
Securities Commission and similar authorities in Canada.

The officials:
(a) described to us the basis for determination of the pro forma adjustménts, and

(b) stated that the pro forma balance sheet comply as to form in all material respects with the requirements of the
various Securities Commission and similar authorities in Canada.

Read the notes to the pro forma balance sheet, and found them to be consistent with the basis described to us for
determination of the pro forma adjustments.

Recalculated the application of the pro forma adjustments to the amounts in the column captioned “As at May «, 2006”
and found the amounts in the column captioned “Pro Forma as at May +, 2006” to be arithmetically correct.

A pro forma balance sheet is based on management assumptions and adjustments which are inherently subjective. The
foregoing procedures are substantially less than either an audit or a review, the objective of which is the expression of
assurance with respect to management's assumptions, the pro forma adjustments, and the application of the adjustments to the
historical financial information. Accordingly, we express no such assurance. The foregoing procedures would not necessarily
reveal matters of significance to the pro forma balance sheet, and we therefore make no representation about the sufficiency
of the procedures for the purposes of a reader of such statements.

Samson Bélair/Deloitte & Touche s.e.n.c.r.l.
Montréal, Canada
+ 2006
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NBC CAPITAL TRUST

PRO FORMA BALANCE SHEET

As at May e, 2006
(Unaudited)

(in thousands of Canadian dollars)

Assets
Cash

Bank Deposit Note

Liabilities and Trust Capital
Loans Payable

Trust Capital Securities - Series 1
Special Trust Securities

Original Settlement Amount - Trust Capital
Issue Costs

Pro Forma
As at Pro Forma as at
May s, 2006 Adjustments Notes May s, 2006
$ 1 $ . 2(a) $ -
° 2(b)
° 2(c)
° 2(e)
. 2
- ° 20 .
3 i 3 . $ .
$ - $ ° 2(¢) $ o
- ¢ 2(a) .
- o 2(b) .
° 2(b) .
1 ] 2(b) .
- . 2(e) .
$ 1 3 . $ .
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1.

NBC CAPITAL TRUST
NOTES TO PRO FORMA BALANCE SHEET
May e, 2006
(unaudited)

(in thousands of Canadian dollars except number of units)

BASIS OF PRESENTATION

The pro forma balance sheet is based upon the audited balance sheet of NBC Capital Trust (the “Trust™) as at May e,
2006 adjusted to reflect the issue of Trust Capital Securities-Series 1, the issue of Special Trust Securities to
National Bank of Canada (the “Bank”), the payment of estimated issue-related costs of $e and the purchase of the
Trust Assets comprised initially of the Bank Deposit Note (each as defined in the accompanying prospectus) from
the Bank.

Capitalized terms not defined in these notes have the meanings ascribed to them in the prospectus.

The pro forma balance sheet has been prepared by the Bank, as administrative agent of the Trust, in accordance with
Canadian generally accepted accounting principles.

The pro forma balance sheet should be read in conjunction with th:e audited balance sheet of the Trust as at May e,
2006.

PRO FORMA ASSUMPTIONS AND ADJUSTMENTS

The pro forma balance sheet gives effect to the following transactions and assumptions as if they had occurred on
May e, 2006:

{(a) the issue of ¢ Trust Capital Securities-Series 1 for $1 each for total gross proceeds of $e;

(b) the issue of Special Trust Securities to the Bank for total ,gross proceeds of $e, plus the original settlement
amount of $1;

(c) the Trust will borrow funds from the Bank pursuant to an unsecured credit facility extended by the Bank to
the Trust (the “Credit Facility”);

(d) the Trust will use the Credit Facility only for the purposes of ensuring liquidity in the normal course of the
Trust’s activities and to facilitate the payment by Trust of the expenses of the Offering;

(e) the estimated issue costs of $e including underwriters’ fees and expenses relating to the issuance of the
Trust Capital Securities-Series [. Future income tax assets are not recognized due to the uncertainty in
generating taxable income in the future;

(f) the purchase of the Bank Deposit Note from the Bank for“a purchase price of $e.
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AUDITORS’ REPORT
To the Trustee of NBC Capital Trust

We have audited the balance sheet of NBC Capital Trust (the “Trust™) as ajt May e, 2006. This financial statement is the
responsibility of National Bank of Canada, as administrative agent of the Trust. Our responsibility is to express an opinion
on this financial statement based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we
plan and perform an audit to obtain reasonable assurance whether the balance sheet is free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the balance sheet. An audit also
includes assessing the accounting principles used and significant estimates made by the administrative agent, as well as
evaluating the overall balance sheet presentation.

In our opinion, the balance sheet presents fairly, in all material respects, the financial position of the Trust as at May ¢, 2006
in accordance with Canadian generally accepted accounting principles.

Samson Bélair/Deloitte & Touche s.en.c.rl.
Montréal, Canada
e 2006
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NBC CAPITAL TRUST

BALANCE SHEET

As at May o, 2006

Assets
Cash

Liabilities and Trust Capital

Trust Capital

On behalf of the Administrative Agent of the Trustee:

(Signed) » (Signed) o

See accompanying notes’
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NBC CAPITAL TRUST
NOTES TO BALANCE SHEET
MAY o, 2006

ESTABLISHMENT AND ORGANIZATION

NBC Capital Trust (the “Trust”) is an open-end trust established under the laws of Ontario by Natcan Trust
Company (the “Trustee™) pursuant to the Declaration of Trust dated as of May 17, 2006. An amount of $1,000 was
settled on the Trust’s formation and that amount will be held for the benefit of the beneficiaries. The Trust intends to
make investments and to conduct its activities at all times in such a manner as to qualify as a registered investment
under the Income Tax Act (Canada). :

Unless separately defined in these notes, capitalized terms have the same meaning as given to them in the
accompanying prospectus dated May e, 2006 offering Trust Capital Securities — Series 1 to the public (the
“Prospectus™).

TRUST CAPITAL

(a)

(b)

Authorized Trust Capital

The Trust's authorized capital consists of an unlimited number of Trust Capital Securities issuable in series and
an unlimited number of Special Trust Securities issuable in series.

NBC CapS — Series 1

The NBC Cap$ - Series | are non-voting except in limited circumstances.

Holders of NBC CapS — Series 1 will be entitled to receive semi-annually non-cumulative cash distributions of
the Trust’s income (“Indicated Yield”) of (i) $ e per NBC CapS - Series 1 on each Distribution Date that is a
Regular Distribution Date from December 31, 2006 to and including June 30, 2016, representing an annual
yield of «% and (i) on each Regular Distribution Date following June 30, 2016, an amount equal to the result
obtained by multiplying $1000 by one-half of the sum of the applicable Bankers® Acceptance Rate plus ¢ %. The
initial Indicated Yield, payable on December 31, 2006, will be:$e per NBC CapS — Series 1, assuming a closing
date of e, 2006. A Distribution Date will be a Regular Distribution Date unless National Bank of Canada (the
“Bank’) fails to declare dividends as described in the Prospectus. If the Bank fails to declare dividends, the Net
Distributable Funds of the Trust will be paid to the Bank as holder of the Special Trust Securities, representing
the residual interest in the Trust. Should the Trust fail to pay the semi-annual distributions in full on the NBC
CapS - Series 1, the Bank will not declare dividends on any of its preferred shares and common shares for a
specified period of time. The NBC CapS — Series 1 are not redeemable at the option of the holder.

On June 30, 2011 and on any Distribution Date thereafter, the Trust may, at its option, redeem the NBC CapS$ -
Series 1, in whole or in part, without the consent of the holders, subject to prior written notice and prior
approval of the Superintendent of Financial Institutions Canada (the “Superintendent™). The NBC Cap$ — Series
1 may be redeemed for an amount in cash equal to (i) the Early Redemption Price, if the redemption occurs
prior to June 30, 2016, or (ii) the Redemption Price, if the redemption occurs on or after June 30, 2016.
Redemption Price refers to an amount in cash per NBC CapS — Series 1 equal to $1 000, plus the unpaid
distributions to the redemption date. Early Redemption Price refers to an amount per NBC CapS — Series 1
equal to the greater of (i) the Redemption Price and (ii) the price calculated to provide an annual yield, equal to
the yield on a Government of Canada bond issued on the rederhption date with a maturity date of June 30, 2016
plus »%.

In addition, upon the occurrence of certain Regulatory Events or Tax Events as described in the Prospectus, the
Trust, at its option, and with prior written notice and prior approval of the Superintendent (“Superintendent
Approval”), may redeem all, but not less than all, of the NBC CapS ~ Series 1, without the consent of the
holders. The redemption price is as provided above. ‘
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Holders of NBC Cap$S — Series 1 may surrender at any time, subject to prior written notice, all or part of their
NBC Cap$ — Series 1 to the Trust at a price, for each NBC CapS ~ Series 1 equal to 40 First Preferred Shares
Series 17 of the Bank. The Bank’s First Preferred Shares Series 17 pay semi-annual non-cumulative cash
dividends as and when declared by the Board of Directors and will be redeemable at the option of the Bank,
with Superintendent Approval, on or after June 30, 2011, but not at the option of the holders. This exchange
right will be effected through the conversion by the Trust of the corresponding amount of the Bank Deposit
Note. The NBC Cap$ — Series 1 exchanged for the Bank’s First Preferred Shares Series 17 will be cancelled by
the Trust.

Each NBC Cap$S — Series 1 will be exchanged automatically, without the consent of the holder, for 40 First
Preferred Shares Series 18 of the Bank, upon the occurrence of any one of the following events: (i) proceedings
are commenced for the winding-up of the Bank; (ii) the Superintendent takes control of the Bank; (iif) the Bank
has a Tier | capital ratio of less than 5% or Total capital ratio of less than 8%; or (iv) the Superintendent has
directed the Bank to increase its capital or to provide additional liquidity and Bank elects such automatic
exchange or the Bank fails to comply with such direction. The Bank’s First Preferred Shares Series 18 pay
semi-annual non-cumulative cash dividends and will be redeemable at the option of the Bank, with
Superintendent Approval, on or after June 30, 2011, but not at the option of the holders.

On and after e, 2011, the NBC CapS — Series 1 may be purchased at any time, in whole or in part, by the Trust,
at the direction of the holder of the Special Trust Securities. NBC CapS ~Series 1 purchased by the Trust will be
cancelled and will not be reissued.

As long as any NBC CapS - Series 1 are outstanding, the Trustmay only be terminated with the approval of the
holder of the Special Trust Securities and with Superintendent Approval (i) upon the occurrence of a Special
Event prior to June 30, 2011 or (ii) for any reason on June 30, 2011 or on December 31, 2011 or on the last day
of June and December of each year thereafter. The Declaration of Trust will provide that holders of Trust
Capital Securities are not entitled to initiate proceedings for the termination of the Trust.

Special Trust Securities

The Bank is the holder of the Special Trust Securities.

The holder of the Special Trust Securities is entitled to vote at all meetings of the holders of Special Trust
Securities.

The holder of the Special Trust Securities will be entitled, after the payment of the Indicated Yield to holders of
NBC CapS - Series 1, to the balance of the Net Distributable Funds. In the event of a Distribution Diversion
Event, the Trust will not pay the Indicated Yield on the NBC CapS ~ Series 1 but will instead pay the Net
Distributable Funds, if any, to the holder of the Special Trust Securities. On a Bank Deposit Note Interest
Payment Date that is also a Distribution Diversion Date, the interest then due and payable on the Bank Deposit
Note will be paid to the Trust, which will then distribute such amount to the holder of the Special Trust
Securities to the extent of the Net Distributable Funds.

Additional Bank Covenants

In addition to the Dividend Stopper Undertakings, the Bank will agree for the benefit of the holders of NBC
CapS — Series 1, pursuant to the Share Exchange Agreement, that:

(i) all the outstanding Special Trust Securities will be owned at all times by the Bank;

(ii) as long as any NBC Cap$ — Series 1 are outstanding and held by any person other than the Bank, the Bank
will not take any action to cause the termination of the Trust except as set forth in the Prospectus under
“Description of the Trust Securities — Trust Capital Securities - Rights on Termination of the Trust” and only
with Superintendent Approval; and

(iii) the Bank will not assign or otherwise transfer any of its obligations under the Share Exchange Agreement,
except in the case of a merger, amalgamation, reorganization or a sale of substantially all of the assets of the
Bank, as the case may be. :
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RELATED PARTY TRANSACTIONS

The proceeds of $e received from the offering of the NBC CapS - Series 1 will be used to purchase a senior deposit
note of the Bank (the “Bank Deposit Note™). The Bank’s subscription for Special Trust Securities, together with
amounts borrowed by the Trust from the Bank under the Credit Facility, will be used to pay the Underwriters’ fee
and offering expenses. ‘

The Bank Deposit Note will bear interest at a fixed annual rate of ¢ %, payable in equal semi-annual instaliments in
arrears of $e for each $1,000 principal amount of the Bank Deposit Note, on the last day of June and December of
each year (each, a “Bank Deposit Note Interest Payment Date™), commencing December 31, 2006 to and including
June 30, 2016. Following June 30, 2016, the Bank Deposit Note will bear interest at a fixed annual rate equal to the
Bankers’ Acceptance Rate in effect during the immediately preceding six-month period plus %. The initial interest
payment payable on December 31, 2006 in respect of the period from the Closing Date to, but excluding December
31,2006, will be $e for each $1,000 principal amount of the Bank Deposit Note assuming a Closing Date of e, 2006.

On and after June 30, 2011 and on any interest payment date thereafter, the Bank Deposit Note may be redeemed at
the option of the Bank in whole or in part, without the consent of the Trust, subject to Superintendent Approval. The
Bank Deposit Note may be redeemed for an amount in cash equal to (i) the Early Redemption Price, if the
redemption occurs prior to June 30, 2016, or (ii) the Redemption Price, if the redemption occurs on or after June 30,
2016. Redemption Price refers to an amount equal to the principal amount redeemed plus any accrued and unpaid
interest thereon. Early Redemption Price refers to an amount equal to the greater of (i) the Redemption Price, and
(ii) the price calculated to provide an annual yield, equal to the yield on a Government of Canada bond issued on the
Redemption Date with a maturity of June 30, 2016 plus % and any, accrued and unpaid interest thereon. If the Bank

redeems the Bank Deposit Note, in whole or in part, the Trust will be required to redeem a corresponding amount of
NBC CapS - Series 1.

In addition, upon the occurrence of certain Regulatory Events or Tax Events as described in the Prospectus, the
Bank, at its option, and with Superintendent Approval, may redeem in whole, but not in part, the Bank Deposit Note,
without the consent of the Trust. The redemption price is as provided above.

Each $1,000 of principal amount of the Bank Deposit Note is convertible at any time into 40 First Preferred Shares
Series 17 of the Bank at the option of the Trust. The Trust will exercise this conversion right in circumstances in
which holders of NBC Cap$ ~ Series 1 exercise their exchange rights.

On and after June 30, 2011, the Bank Deposit Note may be purchased, in whole or in part, subject to the provisions
of the Bank Act and Superintendent Approval. Any part of the Bank Deposit Note purchased by the Bank will be
cancelled and will not be reissued.

Failure by the Bank to make payment or to satisfy its other obligations under the Bank Deposit Note will not entitle
the Trust to accelerate payment of the Bank Deposit Note.

The Trust has engaged National Bank Financial Inc., an indirect wholly-owned subsidiary of the Bank, and other
underwriters to offer for sale to the public on a firm underwritten basis « NBC CapS — Series 1 pursuant to the
Prospectus. National Bank Financial Inc. will receive a fee upon the issue of the NBC Cap$ ~ Series 1.

Natcan Trust Company is the trustee of the Trust.

The Trustee will enter into an Administrative Agreement with the Bank pursuant to which the Bank will serve as

administrative agent of the Trust. Accordingly, the Bank will receive an administration fee, consistent with market
terms and conditions, for acting in that capacity.

The Bank will provide to the Trust a non-interest bearing unsecured credit facility at the closing of the Offering.

PROPOSED ISSUE

Pursuant to an underwriting agreement dated e, 2006, the Trust has‘ agreed to issue « NBC CapS — Series 1 for gross
proceeds of $e. The Underwriters’ fee and offering expenses payable by the Trust are estimated at $e.

Immediately following the closing of the Offering, and after the subscription by the Bank for Special Trust
Securities, the Trust will acquire from the Bank the Bank Deposit Note for a purchase price equal to $e.
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CERTIFICATE OF THE TRUST
Dated: May 19, 2006

The foregoing, together with the documents incorporated herein by reference, constitutes full, true and plain
disclosure of all material facts relating to the securities offered by this prospectus as required by Part 9 of the Securities Act
(British Columbia), by Part 9 of the Securities Act (Alberta), by Part X1 of the Securities Act, 1988 (Saskatchewan), by Part
VII of The Securities Act (Manitoba), by Part XV of the Securities Act (Ontario), by Section 63 of the Securities Act (Nova
Scotia), by Part 6 of the Securities Act (New Brunswick), by Part II of the Securities Act (Prince Edward Island), by Part XIV
of The Securities Act, 1990 (Newfoundland) and the respective regulations thereunder. For the purpose of the Province of
Québec, this prospectus, as supplemented by the permanent information record, contains no misrepresentation that is likely to
affect the value or the market price of the securities to be distributed within the meaning of the Securities Act (Québec) and
the regulations thereunder.

NBC CAPITAL TRUST
by its Administrative Agent
NATIONAL BANK OF CANADA

By: (Signed) JEAN DAGENAIS By: (Signed) MARTIN QUELLET
Vice-President and Chief Accountant Vice-President and Treasurer
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CERTIFICATE OF NATIONAL BANK OF CANADA
Dated: May 19, 2006 :

The foregoing, together with the documents incorporated herein by reference, constitutes full, true and plain
disclosure of all material facts relating to the securities offered by this prospectus as required by Part 9 of the Securities Act
(British Columbia), by Part 9 of the Securities Act (Alberta), by Part XI of the Securities Act, 1988 (Saskatchewan}, by Part
VIl of The Securities Act (Manitoba), by Part XV of the Securities Act (Ontario), by Section 63 of the Securities Act (Nova
Scotia), by Part 6 of the Securities Act (New Brunswick), by Part II of the Securities Act (Prince Edward Island), by Part XIV
of The Securities Act, 1990 (Newfoundland) and the respective regulations thereunder. For the purpose of the Province of
Québec, this prospectus, as supplemented by the permanent information record, contains no misrepresentation that is likely to
affect the value or the market price of the securities to be distributed within the meaning of the Securities Act (Québec) and
the regulations thereunder.

By: (Signed) REAL RAYMOND By: (Signed) PIERRE FITZGIBBON
President and Senior Vice-President Finance, Technology
Chief Executive Officer and Corporate Affairs (as Chief Financial Officer)

On behalf of the Board of Directors

By: (Signed) JEAN DOUVILLE . By: (Signed) PAUL GOBEIL
Director Director
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CERTIFICATE OF THE UNDERWRITERS
Dated: May 19, 2006

To the best of our knowledge, information and belief, the foregoing, together with the documents incorporated
herein by reference, constitutes full, true and plain disclosure of all material facts relating to the securities offered by this
prospectus as required by Part 9 of the Securities Act (British Columbia), by Part 9 of the Securities Act (Alberta), by Part XI
of the Securities Act, 1988 (Saskatchewan), by Part VII of The Securities Act (Manitoba), by Part XV of the Securities Act
(Ontario), by Section 63 of the Securities Act {Nova Scotia), by Part 6 of the Securities Act (New Brunswick), by Part II of
the Securities Act (Prince Edward Island), by Part XIV of The Securities Act, 1990 (Newfoundland) and the respective
regulations thereunder. For the purpose of the Province of Québec, this prospectus, as supplemented by the permanent
information record, contains no misrepresentation that is likely to affect the value or the market price of the securities to be
distributed within the meaning of the Securities Act (Québec) and the regulations thereunder.

NATIONAL BANK FINANCIAL INC.

By: (Signed) PAUL ST-MICHEL
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AUDITORS’ CONSENT

We have read the prospectus of NBC Capital Trust (the “Trust”) dated e, 2006, relating to the issue and sale of $e of
Trust Capital Securities — Series 1 (the “Prospectus™). We have complied with Canadian generally accepted standards for an
auditor’s involvement with offering documents.

We consent to the use in the Prospectus of our report dated o, 2006 to the Trustee of the Trust on the balance sheet
of the Trust as at e, 2006.

We also consent to the incorporation by reference in the Prospectus of our report to the shareholders of National
Bank of Canada (the “Bank”™) on the consolidated balance sheets of the Bank as at October 31, 2005 and 2004 and the
consolidated statements of income, changes in shareholders’ equity and cash flows for the years then ended. Our report is
dated December 8, 2005.

Chartered Accountants
Montréal, Canada
e 2006
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